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E.E.I. Convention Acclaimed All-Around Success 


National Preparedness Dominates 


ET to che quickening tempo of ac- 

tivity in the electrical and other 

industries, the Institute’s Eighth 
Annual Convention, held at Atlantic 
City, June 3-6, presented a program 
which, from beginning to end, justified 
and received the full attention of dele- 
gates and guests. 

Exceptional interest, due in part to 
world conditions, had been indicated in 
advance among the electric light and 
power industry, and this was confirmed 
by the total: registration of 1919, second 
largest in the Institute’s history and ex- 
ceeded only by the 1939 meeting, which 
had a World’s Fair as an added attrac- 


Mr. Alex Dow, The Detroit Edison 
Company, whose own biography to date 
might well encompass almost the entire 
history of electric light and power from 
the first applications of Edison’s epochal 
invention to the present. Other speakers 
presented authoritative discussions of the 
industry’s achievements, its contempo- 
rary problems and _ probable future 
progress. 

President Kellogg’s statement on na- 
tional defense was endorsed Wednesday 
by the convention body in a resolution, 
unanimously adopted, which emphasized 
the industry’s belief that all financing of 
industrial needs and expansion of facili- 


Meeting 


by private capital and expressed the 
willingness and readiness of the Insti- 
tute’s members to provide ample power 
for war industries. 

Atlantic City’s weather cooperated 
generously through all four days with 
the Convention Arrangements Commit- 
tee. This committee, headed by Messrs. 
FE. A. Lewis and R. E. Swift, of the 
Atlantic City Electric Company, was 
responsible in great part for the smooth- 
ness with which the convention activities 
proceeded and for the enjoyment of all 
the delegates and guests. 

In addition to the five general sesssions 


held Tuesday, Wednesday and Thurs- 


tion. 
tion were well at- 
tended, and it 
was notable that 
representatives of 
all major fields 
within the indus- 
try expressed ap- 
prova 1 of the 
comprehensive 
nature of the pro- 
gram. 
Appropriately, 
the convention 
formally opened 
with a declara- 
tion by President 
Kellogg that the 
electric light and 
power industry, 
under private 
leadership, stands 
ready to do its 
full part in what- 
ever defense ef- 


fort the nation 


may call for, and 
closed with a vale- 
dictory address by 


All sessions of this year’s conven- 


ties for the emergency should be done 


RESOLUTION 


Unanimously adopted at the Edison Electric Institute Convention, June 5, 1940 


WHEREAS, Our Government is taking steps to assure the speedy strengthening of 
our national defense, and 


WHEREAS, this will require the expenditure of billions of dollars of public funds 
which must be reflected in added public debt and increased taxes, and 


WHEREAS, it should be the function of private capital to provide, so far as prac- 
ticable, for the financing of industrial needs and expansion of facilities in this 
emergency to the end that government funds may be released for those things which 
only government can do, and 


WHEREAS, the Electric Light and Power Industry, built up in this country through 
the past sixty years by private capital and individual initiative and now supplying 90 
per cent of the electric public utility service of this country, is able and anxious to do 
its full part in this hour of national emergency, and 


WHEREAS, for the manufacture of munitions of war, the electric utilities of this 
country have a great responsibility in the supplying of adequate electric power to 
those industrial establishments which depend upon central station service, and 


WHEREAS, the electric utilities are presently prepared with and will maintain ample 
plant facilities and the trained, experienced and efhcient organizations required to 
discharge this great responsibility; 


BE IT RESOLVED that the members of the Edison Electric Institute, in convention 
assembled, express their willingness and readiness to devote their full capabilities, 
their best efforts and their resources to aid our country by continuing to maintain an 
ample supply of electric power for war industries. 
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day, there was a special session in the 


Convention Hall 
ballroom Wed- 
nesday evening, 
which included a 


musical program 
by nationally 
known artists, 


and a concluding 
luncheon-meeting 
Thursday after- 
noon in the 
American Room 
of the Hotel 
Traymore. The 
Traymore was 
also the scene of 
meetings of vari- 
ous Institute bod- 
ies, most of them 
held Monday, 
June 3. The 
Board of Trus- 
tees and the Op- 
erating Commit- 
tee held sessions, 
as did also the 
Employment, 
General Sales. 
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General Accounting, Plant Accounting 
and Rate Research committees of the 
Institute and the Executive and Plan 
committees of the Modern Kitchen 
Bureau. 

Further recreation was provided by a 
tea for the ladies Tuesday afternoon in 
the Fountain Room of the Hotel Tray- 
more, which evolved into a_ general 
gathering when the delegates arrived 
after the close of the day’s business ses- 
sion, and by dancing in the Fountain 
Room and Terrace on both Monday and 
Tuesday evenings. 

All officers of the Institute were re- 
elected for the 1940-41 term. Trustees 
re-elected for the three-year term ex- 
piring in 1943 are Messrs. Floyd L. 
Carlisle, Consolidated Edison Company 
of New York, Inc.; Harvey C. Couch, 
Arkansas Power and Light Company; 
Oscar Fogg, Consolidated Edison Com- 
pany of New York, Inc.; Philip G. 
Gossler, Columbia Gas and Electric 
Corporation, New York; H. P. Liver- 
sidge, Philadelphia Electric Company; 
George N. Tidd, American Gas and 
Electric Company, New York, and John 
E. Zimmermann, The United Gas Im- 
provement Company, Philadelphia. 

A number of the papers presented at 
the Convention appear in full in this is- 
sue. The remaining papers will be pub- 
lished in the July issue. 


First General Session 


The first general call to order came 
at 9:30 a.m., Tuesday, June 4, the first 
item being the presentation of the Trea- 
surer’s report on Institute finances. Mr. 
Kellogg then delivered the presidential 
address, which was, more than ever this 
year, news all over the country because 
of his statement of the position of the 
utilities in relation to national defense. 

A strong, adequate and willing in- 
dustry, ready to exert its full powers 
without loss in time or efficiency in the 
support of its government for national 
defense, is one of the greatest assets a 
country can have to prepare for, or to 
prosecute a war, Mr. Kellogg declared. 
“T am convinced that this is the position 
of our industry, and that our government 
can count upon the availability of an ade- 
quate power supply for national defense 
without the need for expenditures or 
other special measures on its own ac- 
count,” he said. 

“Never in history,” he asserted, “has 
any country been so well prepared with 
power for the production of munitions 
as is our country today.” The excess of 
installed generating capacity above the 
peak demands of our power stations is 
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more than 40 percent, he reported, with 
new construction under way to maintain 
that margin above normal growth. 

Of even greater importance than the 
industry’s vast resources in physical plant 
is its trained and seasoned personnel, 
long accustomed to coping with emergen- 
cies and meeting all demands of service, 
Mr. Kellogg emphasized. ‘““The most 
valuable defense against possible inter- 
ruption of service from acts of war or 
sabotage, more valuable than spare gen- 
erating capacity or extra transmission 
lines, is this capable body of trained and 
resourceful men.” 

He quoted from the Industrial Mobi- 
lization Plan of 1939 that “The sur- 
render of all individual rights in war 
time is undesirable if it can be avoided 
but the assumption of additional indi- 
vidual responsibilities will be essential to 
the efficient coordination of a national 
industrial effort.”” The electric utilities 
are prepared and willing to accept the 
additional responsibilities, Mr. Kellogg 
declared, and are confident that neither 
on the score of willingness nor on the 
score of available resources will any na- 
tional defense agency have reason to call 
upon them to surrender their individual 
rights. 


“Most certainly the utilities can best 
maintain an ample supply of electric 
power if left free to use their own judg- 
ment and if kept in their present position 
of responsibility,” he said. 

In viewing the industry’s achieve- 
ments for the past year, Mr. Kellogg 
noted that generation and sales of elec- 
tricity in that time attained all-time high 
records, generation exceeding the previ- 
ous high of last year by 12 per cent and 
operating revenue exceeding last year’s 
high by 74% percent. He named in- 
creased sale of appliances for home and 
farm as contributory to the increased 
use of electricity. Engineering progress 
in recent years also has been marked, he 
said, resulting in a decrease of the indus- 
try’s investment per customer and per 
kilowatt of generating capacity. 

The industry also has gained in the 
confidence of the public, Mr. Kellogg 
said. He reported that so far this year, 
of 26 municipalities and local districts 
voting on the question of public owner- 
ship of electric utilities, 24 have voted 
against public ownership. 

“I feel that the industry has won this re- 
newed public confidence principally by dili- 
gent attention on the part of the men and 
women working for our companies to the 


evervday tasks incident to «endering electric 
service to the millions of customers that 


make up our business,” Mr. Kellogg said in 
concluding. 


“Let all of us continue to exer- 
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cise the two great powers that distinguish 
private enterprise—initiative and efficiency; 
that we may retain and strengthen our hold 
on the public confidence and that this country 
may continue to profit by our contributions 
to its welfare. In this way also can we be 
most effective in the defense of our nation.” 


sery’ ° 4 ‘ 
The Danger in Uniform Account- 


’ 


ing” was the subject discussed by Mr. 
C. L. Campbell, president, The Con- 
necticut Light and Power Company. 
He does not object to a uniform system 
of accounts for utilities throughout the 
country, Mr. Campbell said, “if the mat- 
ter is approached from a sensible angle,” 
but “I do object to the notion that every 
utility company should be required to 
keep such a large number of accounts, 
and to the doctrine that each one of 
those accounts is essential to uniformity. 
That is uniformity run to seed.” 

“I cannot believe that the complexity of 
the present system of accounts is due entirely 
to regulatory needs. I have no doubt that we 
ourselves have contributed to this situation. 
As a practical suggestion for correcting this, 
I propose that the regulatory bodies should 
first determine and show what information 
is necessary for the purposes of regulation. 
The number of accounts which they would 
require would, it seems to me, be very few as 
far as the operating expenses are concerned. 
Probably what we call our major functions 
—production, divided perhaps between ope- 
ration and maintenance, transmission, dis- 
tribution and so on—those general headings. 
Adopt that as a uniform system and make 
it mandatory upon all companies to keep 
those accounts. Then permit each company 
to subdivide those mandatory accounts to 
whatever degree the management of that 
company believes is necessary for its par- 
ticular purpose. You will get, in this manner, 
uniformity to the full extent that you can 
make any use of it, while you will not im- 
pose upon every company the burden of 
keeping accounts that it makes no use of, and 
which the commission makes no use of, be- 
cause that simply means a waste of money.” 

He urged the utility managements to 
call the attention of their customers to 
the unnecessary expense imposed by a 
large system of accounts, which expense 
is inevitably reflected in rates. 


The methods of enlightened business 
were suggested as the best guide for the 
eventual reconstruction of the world by 
Mr. Charles E. Wilson, president, Gen- 
eral Electric Company, in an address 
entitled “The Practical Way Out.” 

Likening the elements of a dispute be- 
tween government and business, or be- 
tween nations at war, to those involved 
in such local problems as strikes, he as- 
serted that in each instance a satisfactory 
settlement called “not merely for an im- 
patient or passive tolerance, but for the 
maximum of consideration and apprecia- 
tion of the opposing interests and view- 
points.” 

America and American business can 
best contribute to the ultimate peace and 
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harmony of the world by managing their 
own affairs peacefully and harmoniously, 
Mr. Wilson declared. “In our national 
economic affairs, we simply must reach 
a better human understanding so that 
the productivity of the industrial ma- 
chine, which all have helped to create, 
may be greatly increased and kept run- 
ning smoothly, with the minimum cost 
of repairs and in the maximum interest. 
. .. We cannot reasonably expect to in- 
spire confidence in the court of world 
opinion unless we can approach it with a 
record of success in our own democracy.” 

Reviewing the social reforms inaugu- 
rated in this country during recent years, 
he reminded his audience that against 
these must be weighed the drop in na- 
tional income, the tremendous increase 
in the national debt, and the lost ground 
in all business activity. Regarding this 
“confusing” record, he said he made no 
charges or claims. But its present mean- 
ing, he declared, “is that we are con- 
fronted with the very practical problem 
of how to reestablish prosperity while we 
undertake to absorb the costs of the social 
gains into our way of life on a sound 
basis.” 


Mr. Edwin Vennard, vice-president 
of Middle West Service Company, Chi- 
cago, made a broad survey of economic 
trends in the electric utility industry. 
His conclusion was that the industry’s 
financial positicn is sound but can main- 
tain that status only if the current trend 
of net revenues is changed. 

Although increased use of electricity 
brought a rise in the gross revenues of 
utilities of 27.8 percent between 1933 
and 1939, net revenue increased only 
15.7 percent, he pointed out. He named 
rapidly mounting taxes, diminished op- 
portunity for operating economies and 
accelerated rate reductions as the com- 
bining causes of this disparity. 

Financial solidity came largely as a 
result of new construction undertaken 
by the electric utility companies in excess 
of requirements during the early years 
of the decade, Mr. Vennard said, when 
President Hoover was urging all indus- 
try to continue building to lessen the 
effects of depression. From 1932 to 
1937 property retirements exceeded new 
investments and little “new money” was 
needed; but recently new capacity has 
again been added. 

Beginning in 1933, he demonstrated 
through charts, taxes on the _ utilities 
have steadily increased and, mostly be- 
cause of taxes, operating expenses have 
risen both in total and in relation to 
revenues. He stated the increase in 
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utility taxes since 1927 as 123 percent. 

Physical consolidations and intercon- 
nections between companies prior to 
1930 resulted in constantly lowered costs 
of making and delivering energy and 
made possible frequent rate reductions, 
Mr. Vennard pointed out; but the in- 
evitable slowing down of this process 
now makes additional operating econo- 
mies increasingly difficult to effect. 

“Fuel clauses have been considered 
important in rate schedules; tax clauses 
are now more important,” he said. 


Second General Session 


The electric utilities have met the 
challenge of the last ten years by con- 
tinually increasing capacity and improv- 
ing economy in order to serve the nation 
faithfully, Mr. E. L. Hopping, of the 
Philadelphia Electric Company, declared 
in the first address of the Tuesday after- 
noon session. Mr. Hopping, who is 
chairman of the Prime Movers Commit- 
tee of the Institute, emphasized that 
these advances have been made in spite 
of lower rates, competition and restric- 
tive legislation. 

He cited the improvements in pro- 
duction which have resulted from the 
increased use and reliability of high- 
pressure, high-temperature steam produc- 
tion and generation equipment, so that 
fuel consumption per unit of output has 
been steadily reduced. Developments in 
turbine generators have been chiefly in 
refinements and details, he said, although 
the average size of new units installed 
has generally increased as systems ex- 
panded. A similar situation exists in the 
field of hydro-generation. 

Within recent years, he indicated, 
high-pressure units have been superposed 
upon old, less efficient units, rehabilitat- 
ing them at relatively small total cost. 
Thus many plants that had been rele- 
gated to reserve use have been reclaimed 
so that they are now available as base 
load plants and the investment in the 
original equipment has been made again 
useful for many years. 


“In our efforts to make our service 
more and more reliable, we spend more 
than the increased reliability is worth 
to our customers,” Mr. H. R. Wood- 
row, vice-president, Consolidated Edison 
Company of New York, Inc., told the 
convention. Announcing that his “text” 
was: “Tiffany Service Costs More Than 
John Q. Public Wants to pay,” Mr. 
Woodrow recounted the experience of 
his own company as an example of the 
results of continually raising standards 
of service. 
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“On the direct current network, six of 
every one thousand customers have their 


serv.ce interrupted sometime during the year. 
In other words, six-tenths of one per cent of 
our direct current customers suffer a service 
interruption each year. Putting it another 
way, on the average, a direct current cus- 
tomer has to wait one hundred and sixty- 
six years to have a service interruption. Can 
you blame him for not waiting? Think of 
the mental strain—like waiting for the other 
shoe to drop. If it would only happen more 
frequently, he would get used to it and think 
nothing of it. Probably he would sleep right 
through it. But seriously, is it surprising, in 
view of that record of flawless service, that 
the customer feels very much put out when 
it does happen? Is it any more surprising, 
if he is an important large customer and a 
potential private plant threat, that our execu- 
tives also incline to view with alarm and 
want something done about it right away? 
I don’t think so. I believe it is a perfectly 
natural, human reaction. But the cost of 
meeting that reaction may be high. 

“This tradition of perfect service was 
carried over into the development of the 
alternating current network. Before we were 
permitted to supply load in the important, 
high load density, business areas of the city, 
we had to demonstrate that the quality of 
service that could be supplied by an alter- 
nating current system was as good as that 
which was being supplied from the. direct 
current system. Engineers like a challenge of 
that kind. We went to work with a will and 
the record shows that we knocked the spots 
off the direct current system. In 1939, less 
than two of every thousand customers sup- 
plied from the alternating current network 
experienced a service interruption, as con- 
trasted with six per thousand on direct 
current. Three times as good! A few years 
back I was very proud of this. Now, I 
wonder. Who wants to wait five hundred 
years or more for the lights to go out! I 
don’t.” 


Mr. Paul M. Downing, vice-presi- 
dent, Pacific Gas and Electric Company, 
San visualized the business 
organization of the electric utilities as 
“finely balanced upon a tripod, the 
three legs of which are finance, labor 
and the market.’ These “legs,” he sug- 
gested, might better be thought of in 
the human terms of investors, employees 
and customers. 

Although the public utilities have 
been far in advance of other lines of busi- 
ness in recognizing the importance of the 
human factor, and have long devoted ef- 
tort to creating and maintaining good 
will, no cure-all formula for public rela- 
tions has yet appeared nor is likely to 
appear, Mr. Downing emphasized. The 
solution, he said, must lie in considera- 
tion of the people comprising the three 
“tripod” groups as individuals, with in- 
dividual human rights. He warned, 
however, against focusing attention 
upon customers, to the exclusion of the 
investor and employee groups. 


Francisco, 


As the best means of showing the in- 
vestor how his money is employed, Mr. 
Downing recommended the new tech- 
nique, already in use by many companies, 
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of making annual reports more under- 
standable to the average stockholder. 


“The up-to-date report has been put 
through a face-lifting process. It has lost 
none of its dignity, but it seemingly has 
discarded the old Mother Hubbard for a 
gown by Patou. It frequently is printed in 
color and is illustrated. Its text is simply 
written and informative. It seeks to induce 
the investor actually to know his company, 
to recognize his partnership interest in it 
and to have toward it the same loyalty of 
ownership he would have toward any other 
property he might possess. Those of us who 
have the burden of management upon our 
shoulders are proud of the achievements of 
the industry as a whole, and of our own 
companies in particular. We would like to 
see that same sort of pride manifest itself 
among the stockholders. Enlightened pre- 
sentation of the annual report should go far 
toward this end. 


Regarding the second “leg,” the em- 
ployee group, Mr. Downing said that 
“the time has passed when we can look 
upon labor as merely a commodity to be 
measured in man-hours of work,” and 
that each employee is entitled to con- 
sideration as an individual human being, 
who is, furthermore, important to the 
company’s good will. 

“I wonder, sometimes, if we emphasize 
sufficiently that loyalty in an organization 
begins at the top—that it is generated pri- 
marily by the acts and attitudes of those in 
charge. It is something that cannot be de- 
manded and obtained by the issuance of 
general orders. It springs from free acknowl- 
edgment of the mutuality of interests, from 
participation by the company in employee 
self-help movements, from development of 
the family feeling, and from inspiring in 
each employee, no matter how humble his 
task, the feeling that he individually is im- 
portant to the business rather than an incon- 
sequential cog in its machinery.” 


It is in dealing with the third group, 
the customers, that the utility’s human 
relations problems multiply most rapidly, 
Mr. Downing said, and too much im- 
portance cannot be attached to the 
proper treatment of customers in all 
communications with them. 


“But all good customer relations are not 
the fruit of courtesy alone. It is a common 
error to assume that customer relations are 
wholly the business of the sales or operating 
or commercial departments, when in fact the 
sources ef irritation can be traced not infre- 
quently to acts of management or a Board of 
Directors. A utility’s policies regarding rates, 
service charges, service extensions, etc.— 
even though largely regulated by public 
authority+may be good or bad according 
to their qualities of justice, right and com- 
mon sense.” 


In outlining “An Approach to the 
Development of Commercial and Indus- 
trial Markets,” Mr. George W. Ousler, 
general sales manager, Duquesne Light 
Company, Pittsburgh, stipulated that, 
as in any market, “The market must be 
analyzed to determine its possibilities of 
development; it must be stimulated by 
publicity, education, etc.; the consumer 
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must be contacted by salesmen in the 
field, and last, but not least, there should 
be cooperation with all other branches 
of the electrical industry, including 
manufacturers, distributors, dealers, con- 
tractors and architects, so that the maxi- 
mum amount of promotion and direct 
selling contacts will result.” 

In’ the Duquesne Light Company or- 
ganization, the three departments which 
develop commercial and industrial sales 
are the Sales Promotion, Small Light 
and Power and Large Light and Power. 
The Small Light and Power classifica- 
tion includes all customers, regardless of 
business classification, having connected 
loads below 20 kva. The Large Light 
and Power group, consisting of customers 
having connected loads of 20 kva and 
above, numbers about one-tenth of the 
Small Light and Power class. Mr. Ous- 
ler described the functions and methods 
of these departments in some detail, then 
summarized the essential features of his 
organization’s approach. 

“This is just one method of approach,” he 
concluded. “We do not claim it as the best, 
but it is producing results for the Duquesne 
Light Company. 

“Commercial and industrial markets are 
fertile fields but they need cultivation. Pro- 
motion, independent and cooperative, empha- 
sizing the benefits of doing things electrically 
is essential. Customers must be contacted 
by alert, enthusiastic and competent sales- 
men selling these benefitt—we cannot sit 
back and wait for orders or expect someone 
else to do the job for us. To develop these 
markets to the maximum degree is a selling 
job, and should be the responsibility of an 


alert and aggressive sales department if 
results are to be obtained.” 


Mr. Robert W. Leach, president, Un- 
employment Benefit Advisors,  Inc., 
called the attention of electric utility 
managements to a matter that should be 
of vital interest to them—unemployment 
experience ratings as,applied to taxes for 
unemployment insurance. Because the 
utilities rank high in continuity of em- 
ployment, their direct financial interest 
in this matter is high: about $10,000,- 
000, Mr. Leach estimated. He warned 
that, unless makes a 
ordinated effort soon, this possible saving 
in taxes may be lost. 


management co- 


“I want to make the statement, as em- 
phatically as I can, that you are never going 
to get the 10 million or even the 6 million 
annual saving under experience rating unless 
it is possible to develop effective resistance 
to the present organized effort to kill that 
principle and eliminate the provisions for it 
which are now found in state laws. While 
it is true that the laws of 40 states currently 
do provide for employer rate reductions, I 
prophesy that in at least 35 out of those 40 
states no employer will ever save a dime on 
the basis of their present benefit and experi- 
ence rating provisions. The mere fact that 
the law of a given state now contains experi- 
ence rating does not in itself mean very 
much,” 
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Third General Session 


The report of the Nominating Com- 
mittee and the election of trustees were 
first on the order of business at this 
session, Wednesday morning. 

The chairman of the Electrical 
Equipment Committee, Mr. H. L. Wal- 
‘ ‘level “lectric Illuminat- 
lau, of the Cleveland Electric I]luminat 
ing Company, was the first speaker. 
There has been marked advance in the 
invention, design and efficiency of elec- 
trical equipment of all kinds during the 
past decade despite drastic changes in 
the national economy, he told the dele- 
gates. “True, at first, ground was lost,”’ 
he said. “But the recession permitted 
our industry to review its situation, plan 
new ways of regaining lost business, and 
now the losses have been offset and 
further gains achieved.” 

As a result, Mr. Wallau said, elec- 
trical energy has become more and more 
closely associated with every phase of 
human activity in this country. “Old 
applications have been improved, new 
applications have been developed, the 
most humble as well as the most power- 
ful have been benefited.” 

After reviewing the achievements in 
all major fields closely connected with 
the central station industry, Mr. Wallau 
sized up the probable prospects for the 
electric utilities from an engineer’s view- 
point. 

“It is to be noted that in general no revo- 
lutionary developments were achieved in the 
past decade. Progress was largely confined 
to increased ratings, incremental betterments 
of efficiencies, refinements in design and 
greater dependability. Nor does it seem to 
the author that any fundamentally new con- 
cepts for more efficient production, transmis- 
sion or distribution of electrical energy are 
liable to be evolved and translated into 
practice in the years immediately following. 
If true, no large single economies can, at this 
time, be predicted and the need for careful 
search of methods of reducing costs, here a 
little and there a little, so that substantial 
aggregate results may be obtained, is em- 
phasized.” 


The second representative of the elec- 
trical manufacturers to appear on the 
platform, Mr. Ralph Kelly, vice-presi- 
dent, Westinghouse Electric and Manu- 
facturing Company, stressed the 
operation between his industry and the 
electric utilities which has resulted in 
widening the uses of electricity and in- 
creasing its consumption. “Our accom- 
plishments as a manufacturer have been 
part of the accomplishments of the 
whole industry,” he said. This cooper- 
ation in research and development he 
termed “The American Way of Work.” 

“The research laboratories of companies 


like ours have been available to all utilities 
for solving our common problems. Utilities 


co- 


and manufacturers have pooled their ideas 
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to develop new equipment. Together we 
have explored new fields for load building 
to the end that our industry would continue 
to grow. This has been done far more 
efficiently than would have been the case if 
one of us alone had attempted to carry 
these developments forward. 

“We electrical manufacturers can well be 
proud of the faith the utilities have placed 
in us. We hope our record of accomplish- 
ment justifies that trust. Because we have 
faith in the future, we are enlarging our 
engineering and research facilities. We are 
increasing our efforts to promote the in- 
creased use of electric power.” 


The role of the Northwest in national 
defense was the subject of the third 
speaker, Mr. Kinsey M. Robinson. As 
president of the Washington Water 
Power Company, winner of this year’s 
Coffin Award and an important factor 
in the industry of the great Northwest- 
ern region, Mr. Robinson spoke au- 
thoritatively of the state of prepared- 
He did not find the pros- 
pects discouraging, provided an alert 


ness there. 


attitude is maintained and industry and 
government accept their appropriate 
assignments. 

“This great Northwest has railroads, 
waterways, and some of the best harbors 
on the Pacific Coast. It is evident, 
therefore, that this area can supply 
metals, lumber, raw materials, food, air- 
planes and ships to the nation. Its ca- 
pacity to do this is very large. 

“T believe that our duty, and the re- 
sponsibility placed upon us as an essen- 
tial industry, call for more than mere 
adequacy of physical facilities. Our or- 
ganization, properties, plans and methods 
of thinking, all must be set in order and 
further energized to meet the present 
serious situation. I believe that pre- 
paredness as it relates to the individual 
person or organization is a local affair. 
If each one is ready, the nation is ready.” 


Mir. 2 
and controller, Wisconsin Public Service 
Corporation, and chairman of the Insti- 
tute’s Depreciation Committee, urged 
that utility managements give immediate 
and thorough attention to depreciation 
methods and ideas. 
though ‘technical, complex and contro- 


Kohlhepp, vice-president 


This subject, al- 


versial,” he said, is today of major 
importance to every utility company 
because of the far-reaching changes in- 
volved in the transition from the retire- 
ment method of accounting, used by 
most companies since 1922, to the 
“age-life’ method now 
favored by many state commissions. 
He warned that superficially ‘“con- 
vincing methods, testimony and records 
are being established which may easily 
have the effect of gaining judicial sup- 
port for this destructive and unsound 
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theory. At the same time attempts are 
being made to discredit and ignore repro- 
duction value, substituting original cost 
and excluding all debatable items from 
used and useful property.”” If the 
courts should sustain this two-barreled 
program, he estimated that the result 
would be “confiscation” of between 2 
and 3 billion dollars. 

Charging that such a program, if car- 
ried through, “violates all the principles 
of justice,’ Mr. Kohlhepp concluded 
that, “It remains our earnest hope that 
a spirit of fair play and cooperation be- 
tween commissions and_ utilities can 
characterize the transition from retire- 
ment to depreciation accounting.” 


Fourth General Session 

In the field of electric service, as in 
every other industry, the methods and 
costs of distribution are of paramount 
importance, Mr. H. P. Seelye, senior 
engineer, The Detroit Edison Company, 
reminded the delegates in the first ad- 
dress of the Wednesday afternoon ses- 
sion. Mr. Seelye’s theme was “Distri- 
bution Meets Its Responsibilities,” and 
he demonstrated with convincing facts 
and figures, made graphic through 
charts, that the distribution engineers of 
the industry have kept well abreast of 
all demands of continually expanding 
service. Like Mr. Wallau, Mr. Seelve 
took an engineer’s look into the future. 

“The increasing use of electric power and 
its application to an increasing number of 
uses has led to the need for better quality in 
the service, that is better voltage regulation 
and less outage. Although present-day ser- 
vice quality is, in general, good, there is no 
reason to believe that the future will not 
bring still closer restrictions. As the use of 
power enters more closely into the necessities 
of our life, frequent or long interruptions or 
inferior voltage become less tolerable. Also, 
there is always a tendency to take good ser- 
vice for granted, once it is accomplished, 
and demand something better. It seems 
reasonable, therefore, to expect increased 
density of loading and, aleng with it, an 
increasing demand for greater perfection of 
service quality.” 

An electric utility employee who 
knew less than he should about his com- 
pany might say, “I wouldn’t know about 
that,”’ in reply to a customer’s question ; 
but he would not be an employee who 
had taken advantage of the information 
program outlined by Mr. James M. 
Stafford, Jr., of the Georgia Power 
Company, in the second address of the 
afternoon. The program was inaugu- 
rated among Georgia Power employees 
slightly less than three years ago and 
has already proved amazingly successful 
as a groundwork for better employee 
and better public relations. 


“Employees have welcomed the frankness 
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with which the company’s financial and other 
problems have been placed before them,” 
Mr. Stafford said. “Having been taken into 
the confidence of the management, they now 
feel themselves more definitely to be an 
integral part of the company. There has also 
been fine improvement in relations between 
departments,” he continued, “and in some 
locations the employee program has de- 
veloped a fraternal spirit the like of which 
was not evident three years ago. 

“Now, if employees are enthusiastic about 
their company, if they are kept informed 
about its plans and policies, if they are led 
to consider the customer as he is affected by 
their every action, if they can speak effec- 
tively to customer groups and converse in- 
telligently and thoughtfully with individual 
customers, if they can be made to realize 
their ‘stake’ in the welfare of the company, 
if they are able to acquire greater self-con- 
fidence—then it follows inevitably that 
customer relations, public relations, will be 
improved. And improved from the only 
direction in which really they can be im- 
proved.” 

An educator and physician, Dr. Hugh 
Grant Rowell, of ‘Teachers College, 
Columbia University, was the next 
speaker, using the title, ““The Rights of 
the Eye.” Dr. Rowell is assistant pro- 
fessor of education in the Department of 
Education for the Handicapped, and his 
work in this field has led him to the con- 
clusion that the electrical industry’s 
Better Light—Better Sight program has 
important social values. It can serve, 
moreover, as a practical means toward 
the physician’s objective of conserving 
human vision, he declared. 

“Our job at the moment is to analyze 
our program, determine our satisfaction 
with each and every phase, try to de- 
termine trends for the future and call 
upon our scientists to aid us in providing 
the information and means for reaching 
And our goals will, when 
summarized, all add up to making the 
eve of every man, woman and child as 


Our als. 


effective as possible in modern civiliza- 
tion. The eve changes, civilization and 
its demands change, and so our program 
must change, too.” 


The address of Mr. Bernard S. 
Rodey, Jr., Consolidated Edison Com- 
pany, retiring chairman of the General 
Accounting Committee, was allied in 
theme to that given by Mr. Kohlhepp 
at the morning session. If some of the 
theories now being favored in utility ac- 
counting regulation are continued in 
their present apparent directions, Mr. 
Rodey said, they will become for the in- 
” requiring the 
reduction or elimination of items in prop- 
erty accounts now considered doubtful, 
but not allowing the right of including 
offsetting items which in the past may 
not have been capitalized. “If you reopen 
the accounts for review, you cannot con 
fine yourself to one side, but must allow 


dustry a “one-way street, 
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corrections on both sides of the ledger,”’ 
he contended. He called for cooperation 
and mutual confidence on the parts of 
both the utilities and the regulatory 
b> - 
bodies in order to make the new ac- 
counting system workable and fair. 

“Even today, while in a much stronger 
position, we still lack preparedness to insure 
a fair and equitable administration of the 
new systems for the industry as a whole. 
Many accountants in the industry originally 
had the feeling that the new systems of 
accounts were unwieldy, burdensome, and 
costly beyond any benefits that might be 
derived therefrom. Even admitting the truth 
of this belief, the battle for a simplified ac- 
counting system devoid of a multitude of 
instructions designed to promote general 
uniformity, was lost. There now remains, 
however, a more important problem, namely 
that of insuring that the results of the new 
accounting provisions do not cause irrepara- 
ble damage to the equity holders of utility 
securities. There also remains the heroic 
task of streamlining the accounting proc- 
esses so that the new systems may be effec- 
tively carried on with a minimum of cost. 
Economies have been effected, but more are 
needed to balance the cost against results.” 

At this session the convention body 
adopted unanimously and_ enthusiasti- 
cally the resolution, reproduced in full 
elsewhere in this issue, expressing the 
preparedness and willingness of the In- 
stitute members to cooperate in the na- 
tion’s defense program. 

Special Evening Session 

The delegates and their guests again 
assembled in the Convention Hall ball- 
room at 9 o'clock Wednesday evening 
for a special session. They heard a most 
entertaining musical program presented 
by Miss Margaret Speaks, well-known 
soprano of the radio, Mr. Benar 
Heifetz, solo ’cellist of the Philadelphia 
Orchestra, and Mr. Karl Bonawitz, 
organist. 

Mr. Kellogg then introduced the fea- 
tured speaker of the evening, Mr. How- 
ard Coonley, chairman of the National 
Association of Manufacturers. Using as 
his theme, “Let There Be Light,” Mr. 
Coonley called upon all believers in 
voluntary enterprise to defend that phi- 
losophy at every opportunity. Economic 
freedom, he declared, is as fundamental 
in American democracy as are the more 
publicized liberties. 





“The fact is that all these liberties have 
been won together and if lost would be lost 
together. It was economic freedom with 
which our forefathers were most concerned 
in the quarrel with the mother-country that 
led to American independence. It was eco- 
nomic opportunity that drew the hosts of 
people westward across mountain and plain, 
and it was the protection of economic rights 
that led to the organization of one state after 
another in the new territory. And in other 
countries, in our own life-time, we have seen 
the suppression of freedom of private enter- 
prise followed by the submergence of other 
rights. The assumption of arbitrary eco- 


nomic control by the state—whether by revo- 
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lution or by evolution—means inevitably the 
curtailment or even the extinction of other 
civil liberties, including political liberty.” 

In correcting abuses chargeable to a 
relatively small number of persons, Mr. 
Coonley said, government has shown a 
tendency to go much too far—to change 
the whole control of industry. “We 
have faced not only the difficulties of 
adjustment to a sudden and confusing 
mass of regulatory laws and edicts, but 
also the extension of such regulation 
until it threatens to centralize at Wash- 
ington control of the economic activities 
of the people,” he said. 


Fifth General Session 


The final business session began with 
the announcement that all officers of the 


Institute had been re-elected for the 
1940-41 year. 
The record of the electric utilities 


with respect to the price charged for 
electricity used in homes and on farms, 
stands unparalleled, Mr. F. A. Newton, 
rate and valuation expert of the Com- 
monwealth and Southern Corporation, 
declared in the first address of the morn- 
ing. ‘‘No other industry whose product 
or service enters into the cost of living 
can show a similar record,” he said. 
Mr. 


that significant changes have taken place 


Newton emphasized, however, 


in the use of electricity by residential 


customers, and these need careful con- 
sideration in relation to rate-making. 


“Rate making is a complex and constantly 
changing problem. No amount of wistful 
hoping and no easy assumptions can make a 
complex economic problem simple. The very 
nature of the electric utility business makes 
the rate problem complicated. The industry 
serves a great variety of customers with 
widely varying characteristics of use. Its 
customers range from small apartments using 
a few kilowatthours per month to great 
industrial establishments using hundreds of 
millions of kilowatthours annually. 

“New uses of electricity in the home, on 
the farm, in and factories are con- 
stantly being developed. The political as- 
pect of rate making does not contribute to 
making the problém of rate making any 
simpler. Much of the business of the industry 
meets keen competition from other sources of 
power. A comprehensive knowledge of such 
competitive costs is essential at all times.” 


stores 


Comparisons between the rates charged 
in different localities and by different 
ownerships, as published by the Federal 
Power Commission, may easily lead to 
erroneous conclusions and cause ill feel- 
ing, Mr. Newton said. 


“While the Commission has cautioned 
against comparison of rates between com- 
munities and while it has called attention to 
the various factors which may _ influence 
rates, it, however, has proceeded to carry its 
comparisons to great length and in great de- 
tail. It has done what it warned against 
doing. It makes comparisons not only as 
between communities but as between states, 
as between geographic divisions and as be- 
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tween private and municipal operation. It 
reports the lowest and highest bills prevail- 
ing in each state thus calling direct atten- 
tion to those communities and to those com- 
panies which may have the lowest and the 
highest rates. At the same time, however, 
nothing is presented to show what conditions 
may prevail in the various states and sec- 
tions of the country. The Commission repeats 
and emphasizes by tables, charts and maps 
comparisons which by its own warning 
should be used with caution.” 


The methods and definitions being 
used to promote the straight-line theory 
of depreciation accounting are illogical, 
unsound and destructive, Mr. Samuel 
Ferguson, The Hartford 
Electric Light Company, said in his ad- 
dress. of these methods 
must, in his opinion, result eventually in 
a lessening of returns to security holders 
and of surpluses maintained for their 
protection. He charged that advocates 
of government ownership were using 
“fifth column” tactics to induce public 
regulatory bodies to adopt rules which 
would cripple the privately owned elec- 
tric utility companies to the point that 
they would no longer be able to render 
adequate public service. 


president, 


Continuation 


Denying that isolated abuses under 
the retirement accounting method were 
sufficient reason for changing to straight- 
line depreciation, Mr. Ferguson declared 
that it is the failure to make the differ- 
entiation between depreciation already 
accrued and that which will or may 
take place in the future which is re- 
sponsible for confusion and disagreement 
on the subject. 

Challenging the assumption that “‘life 
tables” for property, based on experi- 
ence, could be justly applied to the fu- 
ture, he commented: “This might be so 
if conditions remained the same, but in 
an industry which has developed from 
nothing in the short space of fifty years, 
with one invention quickly superseding 
and with the 
changing from a luxury for a few to a 
universal necessity, it is obvious that his- 
tory will not repeat itself.” 

Mr. Ferguson said that he agreed 
with the statement that all pieces of 
property retired should be paid for by 
the customers who used them, but as- 
serted that “age-life’” depreciation was 
not the only means of accomplishing 
this. ‘“To me it seems self-evident that 
so long as a reserve, no matter how ac- 
cumulated, is of sufficient size to care 
for all retirements and still stay in the 
black without being wholly depleted, 
then the property or properties retired 
have in fact been paid for by past users 
out of funds provided by them for the 

(Continued on page 262) 
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The Electric Utilities Are Prepared 


By C. W. Kellogg 


President, Edison Electric Institute 


Address before the First General Session of the Eighth Annual Convention of the 


Edison Electric Institute, Atlantic City, 


E meet for our Eighth Annual 

Convention at a time when the 

whole world is at a great cross- 
roads of history. ‘Three weeks ago last 
Friday the hurricane of war burst across 
the lowlands of Holland, Belgium and 
France, adding many millions more to 
the people of peaceful countries wanton- 
ly attacked by a powerful and ruthless 
neighbor armed with the frightfully de- 
structive weapons that modern science 
has placed at his disposal. Within a 
week of this onslaught the future danger 
to this country became so apparent that 
our President addressed the Congress 
with a solemn warning of the necessity 
for the speedy strengthening of 
means of national defense. 

In the face of this great emergency 
our thoughts and energies must be con- 
centrated before anything else on the 
needs of our national defense. The 
high degree of mechanization in modern 
warfare makes preparation for national 
defense nowadays predominantly a huge 
industrial undertaking. Industrial re- 
sources and preparedness are prime es- 
sentials if we are to remain a free and 


our 


respected people. 
Power Available for All Defense Needs 


Since a large part of American indus- 
try is electrified, an adequate power sup- 
ply to turn the wheels of industry is a 
basic necessity of the country. Although 
many industrial establishments have their 
own power sources, still the electric util- 
ities supply about three-quarters of all 
the electric power used by industry in 
this country and therefore face a great 
responsibility in the present situation. 
They can face it, however, with complete 
confidence, for they are prepared with 
the requisite plant facilities, experienced 
organization and personnel and existing 
sound business relationships, to meet the 
responsibility. Never in history has any 
country been so well equipped with pow- 
er for the production of munitions as is 
our country today. Let us consider some 
of the more important factors which 
verify our state of preparedness. 





MR. KELLOGG 


At the end of 1939 installed gener- 
ating capacity in the United States ex- 
ceeded the’ of the non-coincident 
peak demands on our power stations by 
over 40 cent. In the industrial 
areas of the nation, where the munitions 
of war would be produced, this margin 
was 39 per cent. Effectively this margin 
is even greater, due to the network of 
interconnection between power plants 
and the diversity of 
whose requirements makes the combined 
instantaneous peak demand substantially 
less than the sum of the non-coincident 
peak demands. 


sum 


per 


power systems, 


Generating Capacity More Than Trebled 
Since Last War 

The utility industry will add 1,640,- 
000 kilowatts of generating capacity in 
1940 and a further million and a quarter 
kilowatts of generating capacity is al- 
ready planned for completion in 1941; 
still more can be provided if conditions 
require to keep ahead of the normal rate 
of growth and maintain the margin. A 
large part of this new capacity is to be 
in steam plants, located in the industrial 
areas. In addition, in 1940 the Federal 
Government will add 230,000 kilowatts 
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of generating capacity in the TVA and 
other areas. 

Ample power capacity is available to 
supply all the existing industrial estab- 
lishments of the United States. Incre- 
mental new power capacity can be added 
just as fast as new munitions factories 
could be built. 

The power industry now has three 
and a third times as much generating 
capacity, and an annual output of elec- 
tric energy four times as great, as in 
1917, when we entered the World War. 
True, we have taken on much greater 
responsibilities in supplying power to in- 
dustry since that time, but the amount 
of generating capacity in isolated indus- 
trial power plants has remained about 
the same from 1917 to date. In the 
meantime, while we have gained in ca- 
pacity 230 per cent and in output 300 
per cent, the corresponding gain in popu- 
lation has been only 29 per cent; and 
the gain in industrial production, as 
measured by the output of all kinds of 
factories, is about 15 per cent. 


Interconnection Permits High Degree of 
Utilization 


Another factor has intervened to im- 
prove our power supply situation. Elec- 
trical interconnection of power stations 
and which was in its 
infancy in the industrial areas at the 
time of the last World War, has now 
reached an advanced state of develop- 
ment, which permits a high degree of 
utilization of the combined generating 
capacities of power stations. By reason 
of this interconnection and of increased 
customer usage, the average production 
per kilowatt of generating capacity in 
1939 was 20 per cent above the average 
production in 1917. If factories with 
war orders go to two or three shifts, as 
is contemplated in the Government’s In- 
dustrial Mobilization Plan, this greater 
output of electric energy per kilowatt of 
existing generating capacity will increase 
still further. 

The extent of this regional intercon- 
nection is indicated by the fact that the 


power systems, 
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mileage of transmission lines in indus- 
trial areas has increased tenfold since 
1917. Additional interconnecting links, 
when found to be practicable and useful, 
can be added in a relatively short time, 
since such links would probably be short 
and the manufacture of equipment of 
this kind is not a lengthy process. 

Much Smaller Proportion of Output 

Will Be Required 

Compared with the situation in 1917, 
a much smaller proportion of our total 
power output will be required to meet 
the needs of national defense. In ex- 
plaining why the present war in Europe 
has failed to tax the power generating 
resources of Great Britain, The Electri- 
cal Review (London) of April 19, 1940, 
commented, “In 1914. electricity 
comparatively little used, so that pro- 
ductive effort had to be turned to the 
construction of local generating plant, 
and this often delayed munitions making. 
Now, owing to its general availability, 
supply can be obtained generally with 
little trouble from extensive systems, and 
the additional load occasioned by meet- 
ing the requirements of our armed forces 
is a relatively small proportion of the 
whole.” This somewhat the 
power situation in America the 
British Grid having been established on 
the basis of American experience with 


Was 


reflects 


also, 


interconnection. 

During the decade from 1914 to 1924 
the trend of growth of electric energy 
output in this country was about |2 per 
cent per annum. Our entry into the 
World War barely accelerated that pace. 
We now have a normal annual rate of 
growth on a percentage basis which is 
but a third or perhaps a quarter of what 
it was in 1917. 

The net effect of war orders in 1917 
and 1918 added 


about + billion kilowatthours per annum 


is calculated to have 
above what the output for those years 
would have been if there had been no 
war and no war orders. In terms of 
our present industrial power load and 
our present average output of electrical 
energy per kilowatt of capacity, + billion 
kilowatthours in 1917 would be the 
equivalent of 10 billion kilowatthours 
now. Ten billion kilowatthours is about 
8 per cent of the present annual output 
of our industry. 
two shifts per day in several hundred 


The adding of one or 


factories would alone make an additional 
use of several billion kilowatthours of 
electrical energy without adding mate- 
rially to the peak demand on power sys- 
tems. All this indicates that, as in the 
case of England (and also in the case of 
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Canada) in the present emergency, ad- 
ditional war load is nothing like the 
factor that it was twenty-five years ago. 


War Demands of Canada and England 


Although a large national defense pro- 
gram stimulates not only industrial but 
commercial and residential business as 
well, experience indicates that war itself 
does the 


overall demand for electricity. It will 


not accelerate an increase in 
increase the output of electric energy in 
certain industrial areas, because factories 
will work more hours per day, and it 
will probably also increase the peak de- 
mand in such areas, but not for the coun- 
During the World War 


in this country and in Canada the rate 


try as a whole. 


of growth in peak demand was barely 
if at all above the normal growth for 
that decade. In Canada at 


time the increased output over last year 


the present 


is much below the same increase in the 
United States, and it that in 
England there has been no increase at 
all. 

The Annual Report for 1939 of the 
Central Electricity Board of 
Britain the British 
Grid) was recently published. It states 
that with the outbreak of the. war the 


progressive growth of electric power in 


appears 


Great 


(which operates 


Great Britain, which had been going on 
The Board re- 


ported that it had cancelled all future 


in recent years, ceased. 
construction programs not already com- 
mitted for and expressed the belief that 
the margin of capacity for requirements 
resulting from the completion of present 
construction commitments will be more 
than adequate “‘for some years after the 
cessation of hostilities.”’ 

To summarize, the following essential 
points seem to be established: (1) There 
is adequate electric power to supply the 
f existing industrial es- 
2) War 


tablisments. tz 
lengthen the hours of use in existing fac- 


requirements 


a PE 
activity will 


tories, thus increasing load factors with- 


out corresponding increase in peak de 


mand. (3) Additional generating ca 
pacity in central stations can be added 
just as quickly as new factory facilities 


can be built. 


(+) 


large degree of interconnection of power 


There is already a 
systems in the industrial areas, and such 
other interconnection as may prove prac- 
ticable and useful can be made in a rela- 
tively short time. 


Human Resources of the Industry 


| have up to now been discussing the 


industry’s vast resources in physical plant, 
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but of even greater importance in facing 
an emergency are its resources in trained 
and 


smooth-functioning 


seasoned. personnel, working in 


organizations long 
accustomed to meeting emergencies any 
time of the day or night, and accustomed 
to the responsibility of keeping the 
wheels turning and of meeting any de- 
mands of the service. They are skilled 
in finding a practical solution to difficult 
technical problems, in making repairs, 
and installing and adjusting machinery. 
‘They are experienced in speedily restor- 
ing electric service when fire, storm o1 
Hood may disrupt it. The most valuable 
defense against possible interruption of 
service from acts of war or sabotage, 
more valuable than spare generating ca- 
pacity or extra transmission lines, is this 
capable body of trained and resourceful 
men. 


I am sure 


I speak the sentiments of 
every electric utility in this land when 
I say that the 


industry is ready. and will- 
ing to do its best to aid our government 
and its armed forces in bolstering the 
It did so in 1917 to 
the limit of its plant facilities, and it is 


national defense. 


ready to do it again, this time with much 
more ample resources, so that electric 
power supply need place no limitations 
on the production of munitions of war. 
Other 
skilled labor, may set the limits, but not 


factors, such as the supply of 
the supply of electric power. 


How Electric Utilities’ Resources Can Best 
3e Applied to Defense 


But how can this electric power best 


be applied to the needs of national de 


tense? The Industrial Mobilization 
Plan of 1939, Senate Document Num- 
ber 134, says, “The surrender of all in- 


rights in war time is undesir- 
able, if it but the 


issumption of additional individual re- 


dividual 
can be avoided, 
sponsibilities will be essential to the efh- 


coordination of a national indus- 


trial effort.” 


clent 
The electric utilities are 
prepared and willing to accept these 
individual responsibilities” 
that the 


score of willingness nor on the score of 


“additional 
and are confident neither on 
available resources will the Army, Navy 
or other national defense agencies have 
reason to call upon them to surrender 
the individual rights referred to in the 
statement I have quoted. Most certainly 
the utilities can best maintain an ample 
supply of electric power if left free to 


use their own judgment and _ initiative 


“7 © 

‘ 
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: 
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» 
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and if kept in their present position of 
responsibility. 


Advantages of Leaving Initiative to 
Private Industry 
I would like to point out for a mo- 
ment the advantages from the standpoint 
of the defense of our country, of leaving 
the initiative and freedom of action in 
the hands of the private companies. 

(1) Long experienced in rendering 
public service, and accustomed to giv- 
ing mutual assistanee back and forth 
among themselves, they are able to 
make the most of their resources in 
maintaining an adequate supply of 

power to the public both in ordinary 
times and in times of emergencies. 
(2) By this method, a high state of 
efficiency is maintained throughout. 
There is no loss of months of time, no 
stagnation while the existing control 
is being surrendered and new control 
and 
through taking away 


is being established, no loss of 
efficiency, the 
initiative from those who know what 
to do and: how to do it. 

(3) The and attention of 
government authorities is left free to 


time 


deal with the more urgently pressing 
matters of state, thus avoiding their 
becoming involved in detailed business 
relationships and getting loaded down 
with entanglements. 

(4) 


hands of the industry, its engineering 


If the initiative is left in the 


and operating forces, better than any 
other agency, can contrive to use ex- 
isting resources to the maximum de- 
gree, thus reducing to a minimum the 
necessity for any new construction in 
This will relieve 
the demand on materials and on labor 
and conserve the national credit at a 
time when they are badly needed for 
other purposes. 


time of emergency. 


Cherish Public Credit 


Our first President, in his famous 
Farewell Address, advised that “timely 
disbursements to prepare for danger fre- 
quently prevent much greater disburse- 
ments to repel it,” but in the same para- 
graph he urged this nation to 
public credit.” 


“cherish 
“One method of 
serving it,” he said, “is to use it as spar- 


pre- 


ingly as possible.” 

Surely the best this 
sage advice is to leave on the shoulders 
of private enterprise the job it has been 
doing and can continue to do with a 
maximum of efficiency, so that the na- 
tion’s credit and resources can be devoted 


way to follow 
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to the procurement of the engines of war 
and the training of military forces. 

(5) The foreword to the National 
Industrial Mobilization Plan says, 
“The Plan does not propose the modi- 
fication of any of our constitutional 
processes,” that “the prime purpose of 

procurement planning is the preserva- 
tion of these processes for the people 
of the United States.” 
American doctrine. 


This is sound 
It seems obvious 
that, next to the nation’s man power, 
one of the greatest assets a country 
could have, to prepare for or to prose- 
cute a war, is strong, adequate and 
willing industry, ready to exert its full 
powers without loss in time or eff- 
ciency in the support of its govern- 
ment for national defense. 
vinced that this is the position of our 
industry, and_ that 


I am con- 
our government 
can count upon us for the availability 
of an adequate power supply for na- 
tional defense without the need for 
expenditures or other special measures 


on its own account. 
The Year's Operations 


In the meantime we must carry on 
with our daily tasks, for to do well the 
tasks in hand is a first essential to achiev- 
ing the tasks that lie before. 
let us review 


Therefore, 
briefly our business as it 
stands today. 

In the twelve months just ended gen- 
eration and sales of electricity and oper- 
ating revenues each attained all-time 
high records, generation exceeding the 
previous high of last year by 12 per cent, 
and operating exceeding last 
vear'’s high by 7% per cent. Operating 
expenses, however, have also risen; and 


revenue 


taxes and retirement appropriations 
reached all-time highs, so that the bal- 
ance for return to investors stands today 
no higher than it did a decade ago; al- 
though in the meantime $1,700,000,000 
of net additional construction has been 
done by the electric utilities. 
The construction budget 
amounts to $644,000,000 
highest since 1930. 


1940 

the 
The biggest item 
of increase is for steam generating capac- 
ity, a budget for this particular item 
equal to the 1929 construction expendi- 
tures and substantially exceeded only 
twice before—in 1923 and 1924. 


for 
and is 


Sales 


A policy of vigorous sales promotion 
continues to be followed by most electric 
utility companies in cooperation with all 
branches of the industry. The volume 
of household electrical appliance sales, 
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which had dropped off in 1938, rose to 
$762,000,000 in 1939, 1/6 more for this 
one item than for all plant construction. 
for the first four 
months of this year are 32 per cent ahead 
of last year, and electric range sales are 
37 per cent ahead. 
increased 


Refrigerator sales 


This means further 
consumption per customer. 
risen to an 
average of 924 kilowatthours per cus- 
tomer 


Domestic sales have now 


per annum. The biggest increase 
in kilowatthour sales, of course, has been 
in the industrial field, largely occasioned 
by the increased business activity follow- 
ing the outbreak of war in Europe; but 
there has also been a very good increase 
in retail commercial sales through in- 
creased commercial _ electric 
cooking, air conditioning, etc. 
Perhaps outstanding among 
commercial developments is the growth 
of fluorescent lighting. This 
lighting has introduced a number of 
problems, both to utilities and to their 
customers. 


lighting, 
recent 


type of 


Fortunately, these questions 
from the beginning have received the 
careful study of experts, so that develop- 
ments appear to be taking place along 
sound lines. Our General Sales Com- 
mittee promulgated a resolution, setting 
forth constructive policies and practices 
to be followed in the promotion of fluor- 
escent lighting, and it is hoped that this 
recommendation will 
guide to the industry. 

There has been much talk of Diesel 
engine competition and its threat to the 
central station business. Without wish- 
belittle this important power 
source—the industry itself has over 800,- 
000 kilowatts of generating capacity in 


prove a helpful 


ing to 


internal combustion engines—the con- 
tinued growth and expansion of the use 
of purchased power in the industrial and 
retail commercial field would seem to 
give the present answer to that competi- 
tion question. When an isolated plant 
When such a 
plant is shut down in favor of purchased 
power from a central station, it is not 
news. The increase during the past 
decade in purchased power compared 
with isolated plant generation is large, 
and the trend 


is installed, it is news. 


continuous, except of 
course in areas where isolated plants have 
practically disappeared because of pur- 
chased power. 


Farm Use 


Farm use has reached an average of 
1200 kilowatthours per per 
annum, and the rate of increase per cus- 
tomer has been accelerating in spite of 
the addition of many new farm custom- 


customer 
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ers (who tend to pull down this aver- 
age). Recently one of the eastern utili- 
ties listed 365 electric devices applicable 
for the farm and the farm home. Some 
of these are coming into common use 
because of their general application to 
the various types of agriculture. All 
farms need a plentiful supply of water, 
both for the household and for livestock. 
Last year 200,000 electric water systems 
were installed. Among dairy farmers 
milk cooling equipment is becoming more 
and more common. Approximately 18,- 
000 units were purchased in 1939. The 
possibility of refrigeration for other farm 


produce is becoming more generally 
recognized. Twice as many electric 
brooders were sold last year as three 


years earlier. 

It is gratifying to observe these in- 
creased sales of income producing equip- 
ment for the farm, since sales has really 
become the crux of the farm electrifica- 
tion problem. 

Accounting 


Accounting problems of this industry 
have continued to demand much atten- 
tion of utility managements. Paradox- 
ically, the lower electric rates have be- 
come, the more meticulous have become 
the accounting requirements imposed. 
The demands for information from Fed- 
eral agencies, superimposed on the de- 
mands for information from state bodies, 
have placed a heavy burden in time and 
money upon this industry. To the credit 
of the accountants and the accounting 
committees, it should be stated that sub- 
stantial progress has been made in im- 
proving methods and developing means 
for providing the required information 
without. too great rise in accounting 
costs. 

Engineering Progress 


Our engineers have found ways and 
means to deliver greatly increased sales 
of electricity during the past decade 
without permitting the unit investment 
cost to rise. Many improvements in the 
art and in methods of operation have 
brought about this result. 

A rough measure of the progress in 
the engineering art is the investment per 
customer, per kilowatt of generating ca- 
pacity and, to some extent, per kilowatt- 
hour sold. Other elements enter in, of 
course, but engineering skill is the big 
factor. 

The industry’s investment per custom- 
er, which in 1930 was $473, had dropped 
to $450 in 1940. The investment per 
kilowatt of generating capacity, which 
in 1930 was $362, was $345 in 1940. 
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Investment per kilowatthour sold varies 
up and down with industrial activity, 
but the average for the past four years 
is 15 per cent lower than the average 
for the four years from 1927 to 1930 
inclusive, during which earlier period 
the average industrial index was a little 
higher than its average during the past 
four years. 

Were it not for high grade engineer- 
ing past and present, this industry would 
not have been able to withstand so well 
as it has the competition of huge Federal 


This is a real achievement. 


subsidies for publicly owned power enter- 
prises. Frivate enterprise, which was 
producing 95 per cent of the public pow- 
er supply in this country in 1933, today 
is still producing 90 per cent of this 
total. 


Public Ownership Elections 


So far this 
and local 
question of public ownership of electric 
utilities. 


year 26 municipalities 


districts have voted on the 


Twenty-four of these have 
voted against public ownership and only 
two have voted for public ownership. 
Stated on 


with a 


communities 
460,000 


against public ownership and communi- 


another _ basis, 


population of voted 
ties with a population of 1,535 voted for 
public ownership 
Last 


-only 0.3 per cent in 


favor. vear in 75 communities, 
with a population of over 1,000,000, the 
per cent in favor similarly computed was 
12 per cent. In 1933, 111 communities 
million show 


These fig- 


with a population of 61% 
about 70 per cent in favor. 
ures, under all the circumstances, show 
a most gratifying change in public senti- 
ment in favor of private enterprise. 

I feel that the industry has won this 
renewed public confidence principally by 
diligent attention on the part of the men 
and women working for our companies 
to the everyday tasks incident to render- 
ing electric service to the millions of cus- 
Dur- 
ing the past four years, in reviewing the 


tomers that make up our business. 


presentations submitted each year for 
the Coffin Award, I have been greatly 
impressed with the earnest thought and 
capable effort that the contesting com- 
panies exhibited as having been put into 
every department of their business to 


improve its effectiveness in rendering 
and in re- 
At the same time, they 


have striven to improve the 


excellent and pleasing service 
ducing costs. 
wellbeing 
and morale of employees and to main- 


tain, and if possible improve, the posi- 
tion of the investor, in a period that has 
been extremely difficult for all investors. 
I do not see how their customers could 
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ask for more. The communities they 
serve have at their service private initia- 
tive and efficiency exerted to advance 
their wellbeing. 

Let all of us continue to exercise these 
two great powers that distinguish pri- 
vate enterprise,—Initiative and Efficien- 
cy; that we may retain and strengthen 
our hold on the public confidence and 
that this country may continue to profit 
by our contributions to its welfare. In 
this way also we can be most effective 
in the defense of our nation. 


Georgia Power District 
Managers Elected 
Vice-presidents 


H. W. Boozer, general auditor of 
the Georgia Power Company, was 
elected to the board of directors at a 
meeting held May 21. Prior to his affil- 
iation with Georgia Power in 1937, Mr. 
Boozer was for 10 years general auditor 
of the Alabama Power Company. 

At the same meeting all six division 
managers of the company were elected 
vice-presidents. They are: 

T. A. Gipson, Augusta division, for- 
merly manager of the Athens division 
and previously in engineering and man- 
agerial capacities with utility companies 
in Missouri, Ohio and Alabama. 

Jackson P. Dick, Atlanta division, 
who has been with the company since 
1920, purchasing 
agent and as assistant to the vice-presi- 
dent and general manager before being 


serving as general 


made division manager. 

B. R. CHestney, Macon division. 
Mr. Chestney has been connected with 
the electric utility industry since 1909, 
and successively held the positions of 
maintenance and_ hydro 
plant engineer, chief engineer and assis- 
tant to the manager of the Central Geor- 
gia Transmission Company. 

J. J. McDonoucu, Rome Division, 
with the company 13 years, during seven 


transmission, 


of which he was its commercial manager. 

L. M. Suapcett, Athens division, 12 
years with the company, 10 of which 
were served as superintendent of whole- 
Mr. Shadgett is a for- 
mer chairman of the EEI Accident Pre- 
vention Committee and a past-chairman 
of the Georgia section, American Insti- 
tute of Electrical Engineers. 

T. S. Stoan, Columbus, division, who 
has a record of 32 years in company ser- 
He came to Columbus in 1937 
after nine years as manager of the Rome 
division, 


sale operations. 


vice. 
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Some of My Prejudices 


By Alex Dow 


Chairman, Executive Committee, The Detroit Edison Company, Detroit, Mich. 


Address before the Luncheon-Meeting of the Eighth Annual Convention of the Edison Electric 


HEN you get up to welcome 
me as if I were a good-looking 
woman—and I am_ neither 
good-looking nor a woman—when you 
get up like that, you make me want to 
feel around my shoulders to see if they 
are getting ready for a pair of wings. 
This particular talk with its intriguing 
title is not in the shape.that I intended 
it to be, for by grace of President Kel- 
logg, or by malice, he switched me from 
what I expected, namely, a technical or 
business meeting in which I would have 
been free to cut loose—because people 
then present would have a chance to talk 
back. 


meeting. 


He switched me to a luncheon 


Now you cannot throw con- 
troversial matter or matter that provokes 
immediate cannot 


controversy — you 





throw that sort of thing on a lunch 
meeting—it tends to interfere with di- 


gestion if you do, and anyway the people 
at a lunch meeting are not supposed to 


talk back. 


So as I talk 
final 
hold. 


too long. I had to do the first rewriting 


I will have to do my 
draft which I 
My first draft was a great deal 


rewriting of the 


of it because I was switched to talk at 
a luncheon meeting. Also I had the feel- 
ing that since the beginning of this year 
I was in a position of greater freedom 
and less responsibility, and had _ inter- 
polated quite a few remarks to the effect 
that the moral of this is applicable not 
only here and in our industry but as well 
in Washington and in national affairs. 
But, within the last 
situation has changed so rapidly, so many 


few weeks the 
improvements have been made and so 
many promises have appeared of im- 
provements, that perhaps it is a good 
time to refrain from naming names and 
casting aspersions. 

Of course the condition today is dif- 
ferent from what it was about a month 
ago. Then a number of good people 
among whom I count myself one, were 
voices crying in the wilderness, telling 
the country that it was not watching 
the lessons of the terrible war in Europe, 
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that it ought to recognize that its meth- 
ods and particularly its equipment were 
antiquated and all wrong. I, as many 
others—and many others better than my- 
self, more competent and more likely to 
be listened to—have been studying 
things closely ever since the 1935-1936 
campaign in Ethiopia. As for myself, | 
have been for eight years a “Dollar a 
Year Man”’ for the government, on cer- 
tain munitions work and I have said my 
say within my duty; but until the last 
few weeks, the last couple of weeks, my 
duty has limited me to doing what I was 
asked and had undertaken to do, and I 
had no particular call to make general 
remarks. 


The lessons, however, are now being 
learned, and one lesson is that it is no 
use to cripple one of the most important 
industries of the country, this industry 
of ours, to cripple it with foolishness, 
with bureaucratic management, and with 
a great many other things you have 
heard at this meeting—I needn't tell you 
about them again—and that lesson is at 
least recognized as being in the textbooks 
—whether it will be learned or not re- 
mains to be seen. So the present condi- 
tion of affairs is that this in my hand is 
a very badly blue-penciled mess which 


I will have to read carefully as far as 
1 read it. I must admit in all truthful- 
ness that I never was known to stick 
to my draft even if I did stick to my 
text. The title this time, the text so to 
speak, is “Some of My Prejudices.” 

I made a few remarks about certain 
things at the convention of our sister 
association last January in Florida, say- 
ing “These are prejudices of mine. | 
do not look upon them as dicta that 
ought to be recognized as authoritative. 
They are just prejudices.” And when 
Mr. Kellogg fell upon me and asked me 
to talk here, the two of us arrived jointly 
at the decision that I might tell some 
of those prejudices here. I confess to 
having a great many. They are like the 
devils in the old song of the temptation 
of the good St. Anthony, the last verse 
of which runs, if my memory serves me 
right, as follows: “There are many devils 
that walk this earth, devils short and 
tall, devils with horns, and devils with- 
out; devils slim and devils stout,” and 
so on. 


Some of my prejudices are adverse, 
they are hostile, they are unfriendly, they 
have got horns. Some of them haven’t, 
they are definitely without horns, but 
nevertheless they are still prejudices and 
I recognize them as such, and I ask you 
to give them just the same weight that 
you give to that word. Now my very 
first prejudice is against the acquired 
significance of that word prejudice. It 
is a futile objection because the authori- 
ties overrule me. The Latin roots sig- 
nify merely a prior judgment. They do 
not signify an inexact, inaccurate, un- 
considered judgment. They mean merely 
prior judgment. In law, when there is 
a previous decision in the case which in 
the particular case is not subject to ap- 
peal or reconsideration, that previous 
decision is called res adjudicata, and that 
is the correct translation of the Latin 
roots from which our word prejudice 
was taken. It merely means something 
already ruled upon. 

The authorities, however, to whom I 
appealed, for instance, my 1786 edition 
of Dr. Johnson's Dictionary, the oldest 
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authority to which | have a good refer- 
ence, defines prejudice as prepossession, 
judgment formed beforehand without 
examination. His quotations of the word 
show that even in his Georgian day the 
word had already acquired a significance. 
My ’33 edition of the Shorter Oxford 
Dictionary, which is really the latest 
international authority on English, gives 
the definition, a previous judgment, par- 
ticularly a premature or hasty judgment ; 
so that implication exists in both the 
oldest and most recent authoritative ver- 
sions. You can have it as you please. 
Some of you are quite likely to think 
that some of my prejudices are prema- 
ture, hasty, or made without adequate 
examination. Some of them are social, 
some of them are broadly applicable to 
business, and some quite largely applic- 
able to politics. But under existing con- 
ditions these references are gone. Some 
of them were purely technical. Had 
I been coming into a technical meeting, 
I should have provoked the liveliest dis- 
cussion that has happened here. But this 
is no place for technical prejudices to be 
put up to you. I may name a few, but 
I shall certainly not put them up to you 
for consideration, and certainly not for 
controversy. I laughed the other day at 
hearing quoted a very well established 
and highly recognized Eastern engineer, 
who may be here or may not—I didn’t 
inquire—who spoke about our technical 
methods in the outfit of which until last 
February I was president. He said that 
The Detroit Company does many wrong 
things, and does them well. Now | 
didn’t know myself whether that was a 
bouquet or a brickbat. I leave it to you. 
Anyhow, with the admission that some 
of those things done are not customary, 
I accept the remark for all it is worth. 


It is convenient, however, before go- 
ing on now, to repeat some of the things 
that I said 13 years ago to your prede- 
association. One of these 
that in this uncertain world the only 
certain thing is uncertainty, that a fact 
can only be philosophically defined as 
the expression of a consensus of opinion ; 
but that, nevertheless, those of us upon 
whom is laid the duty of progress must 
assume certainties for the time being, 
must make decisions, and these decisions, 
even though they may be no more than 
an expression of a lonesome mind and 
may even be based on prejudice in the 
objectionable sense, must for the time 
being be accepted as facts. If responsi- 
bility has been assigned to the maker of 
such a decision, along with authority to 
make it, the announced decision assumes 


cessor Was 
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the character of what our legal friends 
call res adjudicata. A Chinese philoso- 
pher—and I am going to stick more to 
my text now—says that he who considers 
everything decides nothing. My most 
basic prejudice, other than that against 
the word in its present meaning, is in 
favor of the quick decision which lets 
us go on and do the next thing, even 
though the decision be not perfection. 
Let my acknowledgment be clear, if 
you please, that no theory of existence 
nor rule of life, neither any prejudice, is 
immune from future judgment in the 
court of experience. Theory or rule or 
prejudice should be as the Nautical Al- 
manac, a present-moment guide, a tem- 
porary ending of question or argument 
and subject to revision, perhaps not an- 
nually like the Almanac, but at each 
convenient when 


season larger knowl- 


edge is established. 


To get down to cases: I heartily dis- 
like safety devices set primarily to pro- 
tect apparatus and secondarily to protect 
service. The widest interruption of ser- 
vice that I ever have studied would have 
affected one-fifth of its area for one-fifth 
of the time if that prejudice had con- 
trolled the local uses of safeties. Simi- 
larly, 1 abominate many of the automatic 
devices with which (happily) we are not 
so much plagued as we were ten or fif- 
teen years ago. I prefer well-drilled 
attendants every time. Note that when I 
speak of safeties and automatics, I use 
the terms with exactness. Interlocking 
of two operations so that they must be 
performed with the correct sequence is 
a commendable practice which is not 
necessarily a safety device nor an auto- 
matic. As to automatics, look at our 
motoring friends, who are having just 
such an experience as that which we are 
passing out of. Look at the automatic 
choke which takes from the driver the 
control of the gas richness when slowly 
climbing a grade, or at a big change of 
altitude. And at the automatic gear 
shift, intended—if it had any intention 
other than to sell cars—to multiply the 
proportion of damn-fools who are al- 
ready at the wheels of motors and ought 
to be between the handles of a wheel- 
barrow. 

I prefer single-cylinder turbines, as 
cheaper and needing less floor space, and 
little 
J prefer a large 
use of direct current-motored auxiliaries 
Admitting that first 
cost is higher, with field control for opti- 


giving handsome economy with 


maintenance expense. 


in power plants. 


mum speeds and with separate generating 
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sets to furnish the direct current, the 
increase of operating costs is microscopic ; 
while simplicity, reliability, and flexibil- 
ity are maxima. I am prejudiced in 
favor of twinned transmissions—two cir- 
controlled against trou- 
ble by balanced relays. And I am preju- 





cuits in parallel 


diced in favor of company control of 
lamp renewals. 

I have a prejudice against employment 
in our industry of that type of mentality 
which, speaking metaphorically, is too 
the mentality 
which in making a study of one subject 
fails to evaluate its relation to contiguous 
subjects. My natural vision has a field 





narrow between the eyes 


of nearly 180 degrees, but my eyes are 
The cub 
angel who was assigned to collect my 
stork’s shipping list had not been in- 


short-sighted and mismated. 


structed to check for astigmatism. ‘To 
speak in the language of optics: the pro- 
fessor, the engineer, or the economist, 
against whom I am prejudiced, uses a 
20-power field glass which, when he can 
hold it on his distant object, gives him 
excellent vision thereof. But his assisted 
field of vision is too small. I carried a 
12-power field glass once to an old- 
fashioned burlesque show in London. I 
regret to report that when I concentrated 
on the face of the occupant of the stage, 
I could not see any part of her which 
had less height above 
the girdle. 


“See” level than 
If I concentrated on a lower 
altitude I missed the facial expression. 
Next time at that show I carried a 4- 


power glass. 


‘The mentality against which I have a 
prejudice makes mischief in many ways. 
In our own industry the recommenda- 
tion of an engineer (or a committee of 
engineers) may precisely evaluate the 
technical factors; may work out the 
equation to its mathematical conclusion 
—but may entirely forget our customer 
public and leave out the psychological 
aspect of the problem—which for us 
often is the deciding aspect. I don’t 
know what you can do with that sort 
of man, after he has settled into his place 
in the organization. I have said in talks 
to senior classes in engineering, that a 
cub engineer is usually not worth a pica- 
vune until he has wasted a thousand dol- 
lars worth of good material and knows 
that he has done so. I am coming to 
think that 
graduate entering our industry should 
begin with twelve months at the office 
counter, answering the questions that 


the training of a college 


customers bring to that counter in the 
ratio of seven foolish questions to three 
That 


which have a modicum of sense. 
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year of service anyhow would teach him 
to keep his temper—to suffer fools pa- 
tiently, if not gladly. 

| am prejudiced against the man who 
begins a calculation by once again prov- 
ing the multiplication table; or, if it be 
a matter of sociology or morality, by 
specifying which of the Ten Command- 
ments he holds to be valid. 

Which reminds me that some 25 or 
30 years ago there was a question passed 
around in philosophical circles, inviting 
individual opinion as to which of the 
aforesaid Ten Commandments had the 
greatest social value. I recall a dozen 
Some set faith above works. 
Others figured on the relative magni- 
tudes of forbidden sins. I, myself, after 
hearing great argument, came out (like 
Khayyam) by the same door 
wherein I went—namely, that the Com- 
mandment “Thou shalt not covet” was 
the one of all the Ten of which observ- 
ance had the greatest social value. You 
might note that the same Command- 
ment contains the foundation of Esoteric 
Buddhism. 


answers. 


Omar 


Another of my social prejudices is 
against the person, man or woman, who 
is unable to differentiate between good 
intent and useful wisdom, and he gets 
peevish if I insist that the difference be 
recognized. Beyond doubt the intention 
of Mother Eve, when she _ persuaded 
Adam to share the forbidden fruit, was 
most excellent. She intended that he and 
she and their children would thereafter 
be as gods—and now just look at the 
damn things. The tale of the breaking 
of a taboo which was laid upon our 
legendary ancestors has many variants. 
I dislike our home version of it because 
in it too much fault, and doubly too 
much punishment, are laid upon our 
Lady Mother. 

I hold a strong prejudice against the 
person who says, “I told you so.” 
forgive him if he reminds you that he 
prophesied a good happening which has 
arrived, but I have no forgiveness for 
the prophet who emulates Cassandra. I 
wish him just as much bad luck as that 
Also, I dislike the person 
who discusses past incidents in the light 
of present knowledge, with the implica- 
tion that he, himself, knew it all the 
time. 


I can 


poor lady had. 


There is a verse of a darky song 
which runs: 
“The lightning bug is a noble bird, but he 
hasn't any mind: 
He blunders through this troubled world 
with his headlight on behind.” 
Letting bygones be bygones is usually, 
if not always, a good policy. Criticism 
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by present irresponsibles of past decisions 
responsibly made by others, is plumb bad 
manners even if the rear-end headlight 
shows bygone error. 

I have a fundamental prejudice against 
large committees and large boards. After 
some 50 years of committee and board 
membership I am almost persuaded to 
agree with the man who said: 

“The perfect committee of management is 
composed of three members, two of whom 
are dead.” 

I have worked happily in groups of 
five or of seven, and for more than 40 
years in a group of nine. In that group 
of nine there was never a decision made 
by a split vote—which means that mutual 
compromises. resulted in unanimity. 
Conversely; the worst business mess of 
all which has come to my _ personal 
study had (to my mind) its major cause 
in that the membership of the controlling 
board was two-score. That 40 just could 
never agree. My arithmetical conclusion 
is, that the difficulty in getting wise ac- 
tion by a committee or board increases 
approximately as the square of the num- 
ber of members thereof. 

Another deep prejudice is against over- 
rigid business organization—a little boss, 
topped by a big boss, and finally a biggest 
boss. 

Where responsibility is imposed there 
must be, simultaneously, the gift of 
authority. To deal with differences be- 
tween authorities which conflict there 
must be an ultimate referee. And that 
referee is most valuable who never de- 
cides anything—who brings about quiet 
discussions, plain speech without acri- 
mony, mutual understanding, leading to 
friendly agreement. Such a laxity makes 
for efficiency. The contrary quasi-mili- 
tary organization discourages initiative, 
and leads to delay and mischief. Navy 
orders and army discipline are good, 
each in its own place. But business, par- 
ticularly such a progressive business as 
ours, does not thrive under the condi- 
tions which an old sailor catalogued by 
saying: 

“In this man’s navy you don’t do nothin’ 


till you’re told, and then you do it damn’ 
sudden.” 


I have still another prejudice which 
interlocks with the one just specified. It 
is strong against the man whose men- 
tality contains no reverse gear—who just 
plain can’t back up. You all have met 
him; I need not name him. He is akin 
to—he may be identical with—the fel- 
low who takes himself too seriously. It 
is good for any thoughtful man to occa- 


sionally take a seat on an imaginary 
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fence and watch himself go past. Try it, 
if the needed imagination has been given 
to you, and laugh when you see how 
funny you yourself can be. I don’t know 
any one who looks more foolish to a 
spectator than I do at such times to 
myself. But I seem to have been given 
the grace to know whether some action 
that I much desire is essential to the 
attainment of the desired end, or is only 
incidental—whether progress toward the 
desirable result will be measurable with- 
out my proposed improvement—whether, 
in fact, the good will that comes with 
unanimity will make a small degree of 
immediate progress more helpful than 
would be a greater degree obtained after 
much wrangling and by a divided vote. 
A silent reverse gear has merit, in a car 
or in a man’s mind. 


[ am prejudiced against designating a 
department in our industry as a Public 
Relations Department. Not every de- 
partment is necessarily in contact with 
our public, but the work of each depart- 
ment has its reaction upon public rela- 
tions. And each employee of each de- 
partment has his personal public. I have 
always held that each and every employee 
can and should help to establish and con- 
tinue satisfactory public relations for the 
company. Any officer or employee who 
does not so function should be set down 
in his own little box, with his slide rule 
or his adding machine or his ledger, and 
be forbidden to talk to any customer. 
Better still, he might be allowed to find 
more congenial employment elsewhere. 
No employee should feel that he, or his 
department, can abandon to a specially 
named person or group the cultivation 
of good will. The name which I dislike 
fosters that undesirable feeling. Con- 
versely, the gaining of good public rela- 
tions begins with good employee rela- 
tions. Now that I am no longer an ac- 
tive “boss,” I look back with content on 
the record that in sixty years service as 
a boss I have never had five minutes of 
“labor trouble.” 

A prejudice of mine that has lived for 
more than forty years, is against the em- 
ployment of married women in our cler- 
ical work. Precisely, my prejudice is 
against the continuation in such service 
of women who were single when enter- 
ing, and who having married desire to 
continue their former employment. I 
have no prejudice against matrimony, as 
honest-to-God matrimony. A woman 
clerk marrying in my outfit receives a 
marriage gift from the Company. My 
prejudice was academic until, say 30 
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years ago. Since then it has been a rule, 
with the exception that during our war 
period (1917-1918) women who mar- 
ried military or naval men going abroad 
might continue their employment for the 
duration of the war. The rule provides 
promotion. It prevents the higher paid 
places being retained indefinitely by 
women whose husbands ought to support 
them adequately. 
the marrying of inadequate husbands. It 
allows the staff to be recruited constantly 
by graduates of high school or college. 
It is pleasant to be able to say, when the 
daughter or granddaughter of an old 
employee comes looking for a job at the 
end of her school or college term in June, 
that the usual bunch of June weddings 
is making room for her. The greatest 
advantage is that it forestalls the estab- 
lishment of a local lodge of the Married 
Women’s Union. I observe that a woman 
on her marriage becomes ex-officio a 
member of that union and claims all its 
privileges. But I do not understand 
why, because of a few months’ experience 
as a bride, she should hold herself com- 
petent to supervise the selection, the pro- 
motion and the social behavior of each 
and every unmarried woman in the ser- 
vice—and that’s what she does, or wants 
to do. Talk about a closed shop! No 
string of closed shop stewards ever equal- 
led such a “local.” 

Agur, the son of Jakeh—whose iden- 
tity is a matter of dispute among the 
commentators—is quoted as saying: 


Maybe it discourages 


“There be three things which are too won- 
derful for me; 
Yea, four which I know not: 
The way of an eagle in the air; the way of 
a serpent upon a rock; 
The way of a ship in the midst of the sea; 
and the way of a man with a maid.” 
Two of the four wonderful questions 
are answered. The way of a ship in the 
sea must have been known to the sailors 
of Tyre and Sidon, even in the days of 
Agur. I learned it when as a boy I was 
taught to sail a fishing lugger “by the 
wind,” watching the weather-leech of a 
close-hauled mainsail. The way of a 
serpent on a rock is now a school lesson 
in comparative anatomy. Even of that I 
know something, since the long-ago day 
when I first teased a rattlesnake into 
striking at a quirt dangled half his length 
in front of him. He did not strike out 
of a picturebook coil—had he done so he 
would have broken his back. He struck 
out of a flake, which is something else 
again and is essential to his way upon 
a rock. The way of an eagle in the air, 
not yet entirely understood, is a decreas- 
ing mystery since the Wright brothers 
flew their plane at Kitty Hawk. As to 
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the way of a man with a maid—lI concur 
in the suggestion that some monastic 
transcriber swapped those two substan- 
tives. The way of a man with a maid is 
simple; the perpetual mystery is the way 
of a maid with a man. And I deny that 
any member or committee of the Mar- 
ried Women’s Union can describe and 
codify it. Its variety is infinite, and it is 
ever unchilled by custom. Mother Eve, 
having been the one and only maid on 
earth and having married the one and 
only man on earth, might have done all 
that. But her maiden daughters and 
granddaughters were, and are (at least 
in that one respect) like the peace of 
God—they pass all understanding! 
Please observe that I have said noth- 
ing about a possible immediate effect 
upon employment, nor ultimate effect 
upon social conditions, which might re- 
sult from a general acceptance of this 
prejudice. My remarks apply to one em- 
ploying group. In that group my preju- 
dice has served to good purpose for more 
than thirty years. Elsewhere, there are 
plenty of proponents and opponents to 
discuss its broader social possibilities. 
The last of my prejudices which I am 
now going to present to you is against 
the speaker who talks too long. My 
grouch against the prolix speaker is an 
old one, beginning with childhood dis- 
like of sermons an hour-and-a-half long. 
So I will tell a story which has its ante- 
cedents in classical ages but has been re- 
cently rearranged and turned loose by a 
newspaper man whom I count as a 
friend. 
sion a speaker listed at a public dinner, 
being informed beforehand that his talk 
would be broadcast, was so flattered that 
he expanded his draft until its reading 
Then he 
carried it to my newspaper friend and 
asked for advice. Like the lady in the 
Bon Gaultier ballad, ‘Twas not advice 
he sought in fact, but confirmation in 
the act.” My friend said, “You had 
better cut it down; you will only have 
fifteen minutes on the air, so as to leave 
time for other speakers.’”’ His hearer 
gasped and stuttered. My friend con- 
tinued—‘“Take a look at Abraham Lin- 
coln’s Gettysburg Address which can be 
recited slowly in five minutes.”’ And 
then the orator recovered and spoke: 
“But damn it, man, I have something to 


He says that on a certain occa- 


would have taken an hour. 


’ 


say.” 
I have cur- 
tailed it—bobtailed it, if you please— 
but it is a big enough ration for this 
lunch meeting, which is to end a good 
Convention. 
bye! 


Me—lI have said my say. 


So—thank you, and good- 
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(Continued from page 254) 
purpose, and that such retirements are 

not a burden on future users.” 

It was another kind of “fifth col- 
umnist” that the next speaker, Colonel 
Robert S. Henry, of the Association of 
American Railroads, had in mind. The 
real danger to our system of private en- 
terprise, he declared, is the American 
businessman who sees a chance for some 
immediate profit by inducing the Gov- 
ernment to engage in business. Then, 
Colonel Henry said, “the dime which is 
close to his eyes excludes the dollar be- 
yond.” 

“Our two industries have had more experi- 
ence of that spirit than anyone else in any 
other form of enterpise in this country. It 
has been more clearly recognized in the case 
of your industry, perhaps because it is newer. 
Ours is so old that we take it for granted 
almost. We have been in competition with 
the Government, or the Government, rather, 
has been in competition with us—whichever 
way you want to put it—so long that most 
people think it is in the Constitution of the 
United States that we should be.” 

Regarding the often-asked question, 
“But didn’t the railroads break down 
during the last war and have to be taken 
over by the Government?” Colonel 
Henry answered that it was not the 
railroads that broke down, but the un- 
loading arrangements. 

“That mistake will not be repeated—and 
I say that with confidence. We have been 
working for more than 15 years with the 
Joint Army Munitions Board—a body to 
plan and study the mobilization of industrial 
power of this country, and have worked out 
a plan that is so very simple that our best 
planners perhaps don’t like the plan at all. 
It is just this: Let the railroads run the 
railroads; let freight move just like it al- 
ways moves. We have not had a car short- 
age in this country in nearly 20 years. We 
moved in each of the eight consecutive years 
after the World War more freight than in 
the peak of the war itself—we moved more 
freight with fewer cars and with fewer 
locomotives and nobody knew we_ were 
crowded—and we were not crowded, as a 
matter of fact.” 

This final business session of the con- 
vention was featured at its close by the 
announcement and presentation of the 
prize awards administered each year by 
the Institute. Mr. H. P. Liversidge, 
chairman of the EEI Prize Awards 
Committee, presided 
monies. ‘The full report of the commit- 
tee and pictures of the prize-winners 
appear in this issue. 


at these cere- 


Luncheon-Meeting 
The last event of the convention, and 
a highly enjoyable one, was a luncheon- 
meeting in the American Room of the 
Hotel Traymore. The speaker here 


was Mr. Alex Dow, chairman of the ex- 
ecutive committee of The Detroit Edison 
(Continued on page 314) 
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The Practical Way Out 


By C. E. Wilson 


President, General Electric Company 


Address before the First General Session of the Eighth Annual Convention of the 


Edison Electric Institute, Atlantic City, N. 


Y NOW, many of us no doubt 

believe that the storied mariner 

who was tossed and torn by the 
angry, unknown sea actually had smooth 
sailing in comparison with the hazardous 
voyage business is taking today, as it 
seeks safety in the serene harbor of na- 
tional unity. Wherever we look or 
listen, we find present overwhelming or 
threatened disaster and despair. Even to 
maintain a reasonably good sense of pro- 
portions and values requires the utmost 
in judgment and balance. 
sonal or industrial problem seems almost 
negligible in relation to the world con- 
flagration. 


Every per- 


Abroad, too many who are merciless 
and greedy are demanding greater power 
at any cost, and the weak and helpless 
struggle for a security impossible of at- 
tainment under ideologies which destroy 
the sublime dignity of man. 

Here at home, only the truly strong 
and faithful know that we, in this 
country, may still call upon our imagi- 
nations; that if our courage is worthy 
and equal to our love of liberty, and if 
we face realities, we may indeed have a 
new birth of freedom and give new hope, 
as we once did, to the whole world. 

Whether America could or shall take 
part in the final councils of world peace 
is a question to which only time can give 
the answer—but there is little question 
about the fact that in our internal unity 
we should at least provide the world 
with a shining example of a better way 
of life—and that we should do that soon. 

It is hardly practical to expect that 
the human cooperation which is so in- 
dispensable to the creation and mainte- 
nance of civilized society will ever be 
achieved on a grand international scale, 
if we are unable to attain it in a smaller 
way right here where we are, and with 
the means at hand. The elements of the 
problems which confront us in the settle- 
ment, for example, of a local strike are 
not entirely unlike those involved in a 
dispute between government and_busi- 
ness, or between nations at war. And 
the satisfactory settlement in each in- 
stance calls not merely for an impatient 
or passive tolerance but for the maxi- 
mum of consideration and appreciation 
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of the opposing interests and viewpoints. 

Just as we are heartsick over the 
world conflicts, I venture to suggest that 
we are growing weary of the bitter 
battles being fought within our own eco- 
nomic and political boundaries. This is 
especially true where obvious, extreme 
selfishness, 
either or both sides, are involved. In 
all parts of our economy — in govern- 
ment—in business—in 
culture—a new leadership, with a new 
breadth of vision—a new sense of social 


evasion or intolerance, on 


labor—in agri- 





responsibility—and a new consciousness 
of interdependence—is not 
gested but required. And the necessity, 
opportunity and rewards for such leader- 
ship were never greater in the whole 
history of the world. 


only 


sug- 


In our national economic affairs, we 
simply must reach a better human under- 
standing so that the productivity of the 
industrial which - all 
helped to may be greatly in- 
creased and kept running smoothly, with 
the minimum cost of repairs and in the 
maximum interest. 


machine, have 


create, 


1 am deliberately suggesting that we 
can make our greatest contribution to 
our own security and to the ultimate 
peace and harmony of the world by 
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greater production and use and by man- 
aging our own affairs peacefully and 
harmoniously. By our own affairs, | 
mean your business and mine—our in- 
dustry and the relation of all industry 
to government and our general social 
welfare. We cannot reasonably expect to 
inspire confidence in the court of world 
opinion unless we can approach it with 
a record of success and harmony in our 
own democracy. In times like this, we 
are all on trial and nothing unproven 
can long prevail. 

During the century and a half that 
we have been an independent nation, the 
people of the world have been given 
more of the comforts and conveniences 
of life than were given to them during 
all the preceding years of civilization. 
Our scientists, inventors, engineers, busi- 


ness leaders, financial people, profes- 
sional men, publicists, labor leaders, 
farmers, government _ representatives, 


artists, educators, and all others in every 
walk of life are developing higher 
standards of living and a diversity of in- 
telligence. This is still a restless, ever 
changing society, forever clamoring for 
the things which will make it better— 
to improve the conditions of home, office, 
school and factory, and to speed the 
transportation of men and goods. 


‘To this healthy material progress and 
attitude, we must now bring a new un- 
derstanding of human relations—a cor 
relation of conflicting and diverse factors 
—a higher cooperation. Business has 
been a great civilizer. It can be a better 
one. Education, coordination, research 
and engineering development are four 
factors in it which will help meet the 
new challenge to civilization. 

The methods of enlightened business 
have in them the elements which, prop- 
erly developed, give great promise to the 
making of the kind of a world in which 
we should like to live. There were those 
believed, after the first World 
War, that the economic integration of 
nations would lead ultimately to inter- 
national political harmony and peace. 
They were temporarily disillusioned, 
largely because the internal politics of 
nations gained the ascendancy—just as 


who 
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they did in this country during the past 
several years. But this wasn’t final de- 
teat. We learned something and society 
goes stumbling hopefully along. ‘The 
easiest part of business is the mechanical 
making or buying and selling of things. 
The real problems lie in the field of or- 
ganization and dealing with people and 
their economic adjustments. It is from 
this knowledge and experience that we 
can make our greatest 
Business is based upon science. It is 


contributions. 


true, of course, that if we were to judge 
science by its contributions to the dia- 
bolical machinery of warfare, the judg- 
ment would be negative, for the great 
tragedy of our times is that man is using 
the 
destroy himself in wars. 


scientific tools of knowledge to 
But if we can 
bring science into harmony with philos- 
ophy, religion, art and human emotions, 
The 
human soul is still more valuable than 
any machine, and the great values of life 
revealed by science 
Hatreds and ideologies need not — and 
must not—be permitted to destroy the 


accumulated culture of the centuries. 


we shall create grand new values. 


are not alone. 


Now let me apply these generaliza- 
tions to some of the practical conditions 
in our every day life. If you think my 
expression too utopian, let me remind 
you, by way of reassurance, of the grati- 
fying progress which is being made here. 
The 1940 platform of the Congress of 
American Industry of the National Asso- 
ciation of Manufacturers adopted the 
theme of social and economic responsi- 
bility. It recommends: Maintenance of 
competition; recognition by the govern- 
ment and the public of the social value 
ot the profit motive; consistent reduction 
of manufacturers’ prices; extension of 
research; avoidance of the over expan- 
sion of productive facilities in 
times; informative stockholders reports ; 


’ 


boom 
encouragement of employee initiative; 
continuity of employee income; higher 
annual wages; and recognition of the 
right of any employee to join a labor 
organization if he wants to. 

Here we have a good start in the 
right direction. In this 
and spirit, let us face some facts on the 


same manner 
bright side of the social accomplishments 
of the past ten years. 

The unemployed who are able to 
work have been given work to do. A 
vast new system of social security has 
been established, providing for old age 
insurance and, to some extent, for un- 
employment insurance. ‘There is a mini- 
mum wage. A forty-two hour week has 
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been adopted. Every man now has a 


right to join a union if he wants to. 
Small 
against their own ignorance, and security 


investors are protected, even 
operations are required by special law 
and regulation to avoid the malpractices 
of the infinitesimal minority which have 
brought unwarranted 
demnation and confusion upon the vast 
Small bank 


are guaranteed. A program 


heretofore con- 
balances 
for the 
reclamation of the soil has been adopted. 


honest majority. 


A large scale slum clearance program 
has been launched. And there are many 
other achievements. 
Regardless of the 
which I shall come later—and they are 
important—the 


qualifications to 


social record seems im 
pressive, 

But, of course, if the reports of statis- 
ticians are to be accepted, we must face 
an unfortunate economic record. In 
terms of national income, they say that 
our economy is back to the year 1919. 
Measured in terms of the cost of living, 
There 
10,000,000 unemployed. 


they say we are back to 1927. 
are still about 
The national debt has been increased by 
$19,000,000,000 and has about reached 
the statutory limit of $45,000,000,000, 
or about $1,250 per family. 

the 1930's the 1920's, 
production, manufacturing, factory pay- 


Comparing 
with industrial 
rolls, employment, wholesale prices, new 
construction, and 
lost 
This, | believe, 


new corporate financ- 
ing have all ground. 

is as fair and impartial 
the 
facts as a somewhat confusing record 


an appraisal and presentation of 


makes possible, and | make no charges 
or claims in regard to them. What I do 
say 


is that we are confronted with the 


very practical problem of how to re- 


establish prosperity while we undertake 
to absorb the costs of the social gains 
which I] have enumerated into our way 


of life on a sound basis. 


How are we going to do it? Isn't it 
through a new, higher statesmanship of 
the kind I have been describing; and 
may we not demonstrate it in business? 


Business men know how to get along 
with competitors—they have learned in 
the hard school of experience how to deal 
with and make the best economic adjust- 
ments with employees. ‘They have become 
expert in harmonizing conflicting factors, 
this 


political economy requires. 


and is precisely: what our whole 

‘The mistakes and ailments of business 
have been given great publicity and em- 
phasis. Let us not complain about that. 
I have an abiding faith that its strength 


—its best methods—and its accomplish- 
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ments point the practical way to an en- 
lightened world future. I shall not here 
attempt to discuss the means by which the 
virtues of business may be made known 
generally, and a new and greater public 
confidence secured. We are all hard at 
work on that problem now and it is not 
directly germane to my immediate pur- 
pose. But success in that work is indis- 
pensable. 

Here let it be enough to say that we 
have the advantage of a growing general 
knowledge that no government and no 
politician can make a more abundant life. 
‘They are not instruments of production. 
And today, more than ever before, people 
know that the creation of new things for 
a better life is largely in the hands of 
business leaders. This implies duty and 
responsibility more than it means power 
or authority. 


There are, of course, many obstacles 
in the way of the objectives we so earnest- 
ly seek, which must be encircled—but of 
one I wish to particularly speak. No one, 
I suppose, contributes more irritation to 
whatever comfort may appear to flavor 
the job that lies ahead than the wholesale 
social planners. Their acknowledged good 
intentions only add to the difficulty of 
dealing rationally with them—for good 
men seem to have little conception of the 
damage they can do inadvertently. ‘heir 
plans are frequently attractive because 
they are so comprehensive and unselfish, ‘ 
although neither of these virtues makes 
them automatically applicable. 

The grand programs of doctrinaires 
are likely always to be more impressive 
and appealing than the steady plodding 
of the workers who are building society 
and making it hum—but our comfort 
lies in the fact that, in the long run, we 
may be sure that the common sense of 
the American people will assert itself. 
When they stop to think things through, 
they will realize that the record of all 
history demonstrates how every step on 
the path of progress is won the hard way 
—after trying and failing and trying 
little has 
been literally wrung from bitter experi- 


again—that every advance 
ence—that every new venture has been 


But 


today only those business men who have 


beset with a thousand mishaps. 


known and felt and set the pace of prog- 
ress seem to understand or to be able to 
measure the pace at which public service 
may gain its goal. And precisely because 
they know this pace better, they know 
that all progress cannot be compressed 


into too short a time without chaos. 
On the other hand, they know, too, 
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that will continue notwith- 

standing contrary defeatist doctrine. 
Consider, for instance, the plausibility 

of the argument that the 

United States is now emerging into an 


progress 


grandiose 


era of economic stability, and we must 
therefore do thus and so. We are told 
that we have entered, or are about to 
enter, a period of maturity, where the 
problem is to maintain a sort of dynamic 
equilibrium—that our frontiers are gone 
—that we must completely reorganize 
our productive mechanism for the pur- 
pose of using it more continuously, in- 
purposefully—that our 
population is fixed—that human benefits 


tensively and 


can no longer come from profit making 
that the process of 
expansion has ended, to the utter dismay 
of old believers in our boundless destiny 


enterprise whole 





-that all our business and some of our 
political leaders are stupidly groping and 
looking for the miracle of some new in- 
dustry to start the old ball rolling down 
the same old alley. 

Mustered out to‘fortify the argument 
are the misfortunes of the day. Are not 
10,000,000 unemployed? Is 
there not a vast excess of unused sav- 


workers 


ings? Thus by short term developments 


are long term generalities projected. 
And always there is the outspoken de- 
mand or subtle inference that something 
new and different must be done about it 


immediately. 


I have a serious confession to make to 
vou. I don’t know whether our economy 
I am not even sure 
that | know what that means or what 
its effects may be if it is true. I do not 
know whether all the allegations and 


has matured or not. 


supporting evidence represent Cause or 
effect. But I do know that it takes good 
practice to make good theory, and prac- 
tice means work. 

Most of what we have that is sound 
and good in this great land of ours has 
gradually evolved. We wisely mistrust 
transcendent schemes and_ wholesale 
plans. Would that this were true in cer- 
tain other parts of the world now in 
flames. The more 


method of experiment, trial and error 


slower, scientific 
and advances from proven ground is less 
spectacular but more reliable—however 
unattractive to the impatient, who 
would precipitate us into the millenni- 
um. But still, let us say again, that even 
the impatient are factors that must be 
woven into the cooperative pattern. We 
cannot get along without dreamers—but 
we need not confuse pressing realities 
and the sound pace of progress with their 
dreams. 
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What finally happens in this country 
is never what any one individual, group, 
lobby, or party desires, wills or projects. 
Invariably the ultimate result is a blend- 
ing of many conflicting forces and an in- 
evitable compromise of interest and 
wills. The prohibitionists, who were not 
satisfied with the slow but steady prog- 
ress of temperance up to the time they 
undertook to enforce national prohibi- 
tion, never anticipated the lawlessness 
which ensued, or the resulting setback. 
Many of the recent strait-jacket regula- 
tions against business and free enterprise, 
intended to be helpful to society, must be 
reconciled with 
behavior. 


reason and normal 
human And the public, de- 
pending upon education, enlightenment 
and progress, however slow, will want 
it that ‘The 


swings past center. 


Way. pendulum always 


In.the nation, we have made a num- 
ber of large, costly, and in some in- 
stances, questionable social purchases. 
But whether we like it now or not—we 
have a huge bill to pay. We shall not 
pay it by 


political 


tirades on any side, or by 


circuses or changes—but by 
work. 

Our part in that work is the part, not 
of politicians, but of individual citizens 
—citizens who have a much greater in- 
terest in and a much better understand- 
ing of the worthy aspirations of our fel- 
low citizens because we intimately and 
individually them in 
matters of mutual, commercial, civic, and 


collaborate with 


As_ business 
people, we know that, in the electrical 


social interest every day. 
industry, there is only one good answer 
to increasing taxes, uncertain costs, and 
the simultaneous demand for lower 
prices. This answer is: Even more con- 
structive than has dis- 
tinguished our effective efforts in the 


cooperation 
past—constructive cooperation of the 
character which, as evidenced by our in- 
dustry’s splendid record, provides more 
power and more work for more people. 

Having thus far emphasized construc- 
tive cooperation and work as our tunda- 
mental national needs, and having urged 
still closer cooperation within our own 
industry as the means by which we may 
find the money to pay our share of the 
national bills, perhaps you will now per- 
mit me to strike a somewhat personal 
note. 

As you know, this Convention affords 
me the first opportunity to appear before 
such a large assembly of General Elec- 
tric’s utility friends since | became presi- 


dent of our company. And as I speak of 
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constructive cooperation, | am tempted 
to seize this chance to tell you directly 
that, as a matter of continuing company 
policy, our first concern will be to work 
with you—even more intensively than 
heretofore, if that is possible. 

Realizing fully that more work for 
more people in industry and commerce 
—aand more goods and services for more 
people at less cost in the country at large 
—is our common national: and industry 
problem, General Electric is today de- 
voting to research more money and the 
earnest efforts of more brilliant men 
than ever before. While, of course, much 
of the effort of our research laboratory 
will continue to be devoted to the vast 
unexplored field of pure science, in the 
hope that new horizons for mankind may 
be found, we are today endeavoring to 
develop more intensive — specialized 
services ot 
specific value to the electrical industry 


searches for materials and 
and to those it serves. 

In order to amplify these general and 
specitic efforts of the research laboratory, 
we have added to the man power and in- 
creased the supporting appropriations of 
those groups in our apparatus, lamp, and 
appliance and merchandise departments, 
whose job it is to seek and to consider 
new or inventions and ideas 
which may hold some promise for the 
more immediate future—your near-term 
future and ours. To mention but one 
phase of such activities of importance to 
you, let me point out that special atten- 
tion is being given to the search for new 
products which will be helpful in build- 
ing farm load. 


obscure 


In the recent appointment of a new 
manager of commercial engineering, we 
hope you will find further indication of 
our intention to devote the efforts of 
men of outstanding intelligence, imagi- 
nation, and ingenuity to the objective 
‘on the ground”’ study of your problems 
in the field, to the end that we may be 
better able to assist you in the solution 
of these problems. As this statement im- 
plied, this more strongly implemented 
commercial organization 
will be primarily a service organization. 
Through the close collaboration of both 
field staff with 
utilities in the field, its aim will be to 
bring to our headquarters research and 
design engineering forces a clearer pic- 
ture of the character of your engineering 


engineering 


its administrative and 


problems, and to act as a coordinating 
influence between field and factory in 
efforts directed toward their solution. 


(Continued on page 308) 
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Let ‘There Be Light 


By Howard Coonley 


Chairman of the Board, National Association of Manufacturers 


Address before a Special Session of the Eighth Annual Convention, Edison Electric Institute, 


Atlantic City, N. J., 


Vis almost half a century since Chi- 
cago held her first World’s Fair. 
As I look at this vigorous, youthful 
group I see few whom | would suspect 
of sufficient age to have visited that ex- 
did. | 
electrical building, with the latest equip- 
ment of the early 90s; also a colorful 


position—but | remember an 


electric fountain. They seemed incredible 
wonders of a new era. The production 
of electric energy in the United States 
was then reported to be over 300 million 
kilowatthours a year, and optimists pre- 
dicted that it might be multiplied several 
times in the years ahead. 
am told, more than that in a single day! 

None of the apparatus | saw there 
could possibly gain admission to the cur- 
Meadows, 

The re- 


scientists 


It is now, I 


rent exposition on Flushing 
except perhaps as antiquities. 
search of thousands of 
engineers, the business ability of great 
numbers of organizers and executives, 


and 


and the expenditure of countless millions 
of dollars have resulted in the Aladdin- 
like development of ways and means of 
producing, distributing, and using elec- 
tricity. What seemed a minor and ex- 
perimental source of light and power 50 
years ago is now our main reliance. In 
this production and distribution of light 
and power hundreds of thousands of per- 
sons are employed; how many hundred 
thousands more in the industries that 
produce your equipment and in other in- 
dustries that could not exist except for 
yours, it would be difficult to estimate. 


This great electric light and power 
industry, with its complex of auxiliary 
and related industries, is a living testi- 
monial to the efficiency and progressive- 
ness of private enterprise in an atmos- 
phere of comparative freedom. So, too, 
are the manufacturing industries gener- 
ally whose period of greatest develop- 
ment has been identical with that of 
your own. We depend largely on you 
to furnish energy and illumination to 
make possible efficiency of production 
and comfort of living. 
depend largely on our factories, our 
office buildings, and the homes of our 
workers to provide the market without 


You, in turn, 
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which you could not exist. So are we 


inextricably enmeshed in each other’s 


problems. So are we jointly involved in 
the system of free enterprise which we 
both recognize as the dynamic factor in 
our economic life. 


The Maintenance of Freedom 

For it is through the diverse and rest- 
less energies of our people, free to ven- 
ture and to achieve, free to find personal 
opportunity in individual undertaking 
or voluntary association, that this nation 
That freedom it is your 
duty and mine to try to maintain in the 
greatest with the 
complex interdependence of our society. 

Walter Lippmann, in his book The 
Good Society, has set forth a conception 


has been built. 


measures consistent 


of a liberal society whose future will 
have such form as human energies work- 
ing with the widest possible freedom can 
give it. “The liberal state,” he says, “‘is 
to be conceived as the protector of equal 
rights by dispensing justice among indi- 
It seeks to protect men against 
arbitrariness, not arbitrarily to direct 
them. Its ideal is a fraternal association 


viduals. 


To the initi- 
ative of individuals, secure in their rights 
and 


among free and equal men. 


have 


accountable to others who 
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equal rights, it entrusts the shaping of 
human destiny. 

“It offers no encouragement to those 
who dream of what they could make of 
the world if they 
These ambitions have been as- 


possessed supreme 
pow er. 
sessed ; the record of all the Caesars from 
Alexander to Adolf is visible. The world 
has known many societies in which each 
man had his station, his duties, and his 
ordained destiny; and the record shows 
that it is beyond the understanding of 
men to know all human needs, to appre- 
ciate all human possibilities, to imagine 
all human ends, to shape all human 
relations. 

“Yet, if the ambitions of liberalism 
are more modest than those of authority, 
It relies on the 
development of the latent faculties of all 
men, shaped by their free transactions 
It commits the des- 
tiny of civilization, not to a few finite 
politicians here and there, but to the 
This is a 


its promise is greater. 


with one another. 


whole genius of mankind. 
grander vision. It is a hope engendered 
in the human heart during the long ages 
in which the slowly emerging impulses 
of civilization, beset by barbarism, have 
struggled to be free.”’ 


The intimate, inseparable connection 
of the liberties that have become an 
American tradition is too often ignored. 
We sometimes think, perhaps, of certain 
civil liberties provided in the first ten 
amendments to our national constitution 
as a group by themselves — especially 
such liberties as freedom of worship, of 
speech, of press, and of assembly, secur- 
ity against unreasonable search or seiz- 
ure, and the rights concerning, prosecu- 
tion and trial. More or less vaguely we 
associate them with the political rights 
which we exercise as citizens of a con- 
stitutional representative democracy, and 
which are indeed essential to the protec- 
tion of our civil liberties as a whole. 
But one of the most important of our 
civil liberties is our economic freedom, 
which, while safeguarded in certain re- 
spects in the Constitution, in other re- 
spects is protected only by custom and 
tradition. 
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The fact is that all these liberties have 
been won together and if lost would be 
lost together. It was economic free- 
dom with which our forefathers were 
most concerned in the quarrel with the 
mother-country that led to American in- 
dependence. It was economic opportunity 
that drew the hosts of people westward 
across mountain and plain, and it was 
the protection of economic rights that 
led to the organization of one state after 
another in the new territory. And in 
other countries, in our own life-time, we 
have seen the suppression of freedom of 
private enterprise followed by the sub- 
mergence of other rights. “The assump- 
tion of arbitrary economic control by the 
state—whether by revolution or by evo- 
lution—means inevitably the curtailment 
or even the extinction of other civil liber- 
ties, including political liberty. 

In America we choose governing off- 
cials from among ourselves; they are not 
imposed on us by divine selection or 
hereditary right or military power. In- 
vestment with the robes of public office, 
whether in nation, state, or local com- 
munity, does not make demigods out of 
mortal men. It may be that individual 
honesty, capacity, and energy rise to new 
heights when engaged in the responsible 
duties of a federal bureau. Yet these 
men and women assemble, make speech- 
es, listen impatiently to speeches of 
others, confer and argue, at times 
benefiting thereby, at other times not; 
as Kipling phrases it “even as you and 
1." They read countless letters and 
reports, and usually are bored by them. 
‘They eat and sleep, have aches and 
pains, and sometimes need a holiday. It 
is dificult to picture them as the agents 
of destiny who can understand, forecast, 
and administer human purposes gener- 
ally and provide a design for living more 
perfect than their fellowmen. We hope 
and believe they will do the best they 
can with such responsibilities as we 
normally entrust to them, but as a peo- 
ple we insist on freedom to pass judg- 
ment on their acts and to determine the 
length of their tenure of office. Indeed 
we are reluctant to grant to any ordi- 
nary mortals arbitrary power to decide 
upon the character of our activities, in 
short, to order our lives. 


In our own little words, as private 
citizens we are prone to make mistakes 
and to fail to meet our responsibilities. 
We usually pay for our own sins of 
omission and commission. In our busi- 
nesses we sometimes set up our own 
bureaucracies—but their errors are like- 
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ly to find them out. In free enterprise 
absolute authority finds hard going, and 
in a competitive market inefficiency has 
its corrective penalties. Under an all- 
powerful government a mistake may 
wreck a nation. 

Therefore our American tradition 
prompts us to avoid any approach to 
the providential totalitarian state that 
would bring back the economic and po- 
litical slavery out of which only a few 
generations ago our ancestors struggled 
and that would reduce our infinite di- 
versity of labor and life to the uniform- 
ity of the ant-hill. We want to keep the 
fences in repair around the whole area 
of human freedom. 


Cooperation Under Leadership 


The persistent human desire to be one’s 
self, with freedom for self-expression, is 
not inconsistent with the need of co- 
operation and leadership. We recognize 
a vast diversity of abilities, training, and 
interests. In a free society there is op- 
portunity for a greater variety of self- 
expression, increasing as the standard of 
living rises and as provision for the bare 
necessities no longer requires the full 
energy of the people. The division of 
labor and specialization of functions 
make for a diversity of leadership. We 
all follow leadership in our cultural, po- 
litical, and economic interests—not sur- 
rendering our individual freedom, but 
recognizing the specialized abilities of 
others and by reason of them a certain 
authority. Only thus is cooperation 
possible. 

In industry we have seen large-scale co- 
operation, because men have found that 
many enterprises could be carried on only 
by pooling resources—or could thus be 
carried on more efficiently. Telephone 
service, an electric light and power sys- 
tem, a steel plant, an automobile factory 
—these are not conceivable, to meet 
modern needs at reasonable cost, without 
large aggregations of capital and labor. 
In this way, moreover, far wider fields 
of opportunity are open to far more 
individuals — as organizers, executives, 
engineers, mechanics, even unskilled 
workers—than in an economy of small 
enterprises alone. Through them even 
the field for small enterprises is broad- 
ened. 

The result of this is that those who 
furnish capital to be invested in plant, 
machinery, tools, and other producing 
facilities will seek management that can 
be trusted with responsibility—manage- 
ment that can make the best productive 
use of these resources and assure some 
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return on the investment. It means also 
that wageworkers who find jobs there 
will have their most cherished hopes pro- 
tected through fair wages, comfortable 
working conditions, decent and respect- 
able treatment by supervisors, and 
reasonable security of employment—and 
to serve that interest they will follow 
the leadership of management or will 
choose leadership of their own which 
will represent them fairly in bargaining 
with management. ‘They are normally 
quite willing, as are the investors, to 
leave buying to the purchasing depart- 
ment, sales to the sales department, engi- 
neering to the engineering department, 
and coordination of various departments 
to the general management. So with 
specialized functions, under various 
leaderships, a large number of persons 
cooperate in a common enterprise. 

In producing and distributing electric 
light and power the very nature of the 
service requires a large investment. The 
development of the industry has de- 
manded also pioneering on new indus- 
trial frontiers, constant improvement of 
productive and distributive facilities, and 
market expansion that you could effect 
only with a “door-to-door” service. You 
have also to deal with many vagaries of 
public regulation and with not a little 
public competition. The amazing rise 
of the industry has shown how a skilled 
operating leadership of highly specialized 
management, stimulated by the incen- 
tives of a system of free private enter- 
prise, can bring a needed and comfort- 
yielding service to the vast majority of 
the homes, offices, stores, and factories 
of a great and widely scattered nation. 


Public Regulation of Private Enterprise 


Industrial management, of course, 
recognizes the need of public regulation 
of private enterprise for various pur- 
poses. These may be conservation of 
natural resources, protection of con- 
sumers against misrepresentation of 
goods and services, supervision of non- 
competitive monopolies or near-monop- 
olies having special privileges, and 
preservation of an orderly flow of com- 
merce through the nation. Government 
should also protect individual rights 
against deliberate misuse of invested 
funds, against plainly unfair competi- 
tion, or against coercion of any sort in 
labor relations. Adjusted to our eco- 
nomic processes and fairly administered, 
public regulation should aid industry, as 
traffic rules may aid traffic, and so pro- 
mote the common welfare. 

But regulation amounting to man- 
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agerial control, with arbitrary adminis- 
tration subject to no judicial review, 
leads inevitably in the direction of the 
totalitarian state—puts first a thumb, 
then a heavy hand on one side of the 
balance. 
ture, in manufacturing, in commerce, 
must have the maximum of freedom con- 
sistent with the long-term welfare of 
the nation if it is to serve the nation. It 
must have freedom to enter into profit- 
or-loss adventure, to develop its own 


Private enterprise, in agricul- 


policies and practices within the limits 
of the larger public interest, to operate 
its own car subject to reasonable traffic 
rules. Otherwise individual initiative is 
stifled, the advantage of the potential 
achievements of many independent 
thinkers and doers and many groups of 
them is lost, and we tend to a dead level 
of stagnation. 

Automobile traffic has its perils for 
drivers, passengers, and pedestrians. Yet 
we recognize, publicly as well as private- 
ly, certain advantages that outweigh the 
disadvantages. In public regulation we 
try generally to keep traffic moving as 


fast as is consistent with reasonable 
safety for all concerned. We do not 
erect barricades across the road, or put 
up stop signs at 100-yard intervals, or 
engage a policeman to sit on the seat 
with every driver and keep one hand on 
the steering wheel. Nor do we require 
a driver whenever he takes his car out 
of the garage to file his itinerary at a 
police station. It is not considered neces- 
sary to station officers at every corner 
with megaphones to inform the public 
that car owners and drivers as a class 
are a bad lot. 


You are no less concerned than manu- 
facturers—justly concerned, we believe 
—that in correcting abuses chargeable to 
a relatively small number of persons 





there is a tendency not merely to try to 
correct the abuses but to change the 
Regulatory 
laws that were hastily enacted have not 


whole control of industry. 


been reviewed in the light of experience 
and revised to fit better their proper 
Interpretation and adminis- 
tration of them have gone beyond the 
real regulatory need. We have faced not 
only the difficulties of adjustment to a 


purposes. 


sudden and confusing mass of regulatory 
laws and edicts but also the extension of 
such regulation until it threatens to cen- 
tralize at Washington control of the 
economic activities of the people. 

Sir Francis Bacon, in his essay on 
Innovations, gave some advice more than 
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300 years ago that is not inappropriate 
today: 


“It were good, therefore, that men in their 
innovations would follow the example of 
time itself, which indeed innovateth greatly, 
but quietly, and by degrees scarce to be per- 
ceived: for otherwise whatsoever is new is 
unlooked for; and ever it mends some and 
impairs others; and he that is helped takes 
it for a fortune and thanks the time, and he 
that is hurt, for a wrong, and imputeth it 
to the auther. It is good also not to try 
experiments» in states, except the necessity 
be urgent, or the utility evident; and well 
to beware that it be the reformation that 
draweth on the change, and not the desire 
of change that pretendeth the reformation; 
and lastly, that the novelty, though it be not 
rejected, yet be held for a suspect, and as 
the scripture saith, ‘That we make a stand 
upon the ancient way, and then look about 
us, and discover what is the straight and 
right way, and so walk in it.’” 


A Mobilization to Promote Understanding 

The National Association of Manufac- 
turers, as representative of a large cross- 
section of American industry, large and 
small, takes pride in what has been ac- 
complished by industrial management, 
both within and outside its membership, 
to improve relations within industry, to 
remove ancient abuses, and to keep the 
going under ad- 
verse conditions As representatives of an 


industrial machinery 


important field of industry you must 
share that pride. We know that manu- 
facturers generally have acquired a 
wider social vision during the last decade 
and are earnestly seeking to make their 
full contribution to the resumption of 
our economic progress, to the advance- 
ment of the economic well-being of our 
people. You know that is true of your 
own group also. Enlightened self-inter- 
est, as well as a common interest as men 
and citizens, fortifies this purpose. 

But we must have the understanding 
and support of public opinion. To that 
end we have organized a program of 
Mobilization for Understanding of Pri- 
vate Enterprise. Such understanding, we 
believe, is vital not only as a condition of 
economic progress but also as a_ safe- 
guard against the creeping paralysis of 
our civil, economic, and political liber- 
ties. For both our progress and our 
freedom have been inseparably connected 
with the preservation of a wide area for 
the exercise of individual initiative, with 
many forms of association, in voluntary 
economic activity. 

For this purpose we have asked every 
member of the National Association of 
Manufacturers, and are asking every 
other patriotic industrialist, to pledge 
himself now to become an articulate ad- 
vocate of our American tradition of 
freedom, and to miss no opportunity to 
broaden the public appreciation and un 
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derstanding of voluntary enterprise as an 
essential element in that freedom. We 
welcome also the cooperation of all other 
citizens and groups who want to help us 
emerge from a decade of economic stag- 
nation. By individual and cooperative 
effort we can go far to clear away from 
the public mind the fog in which it has 
been enveloped as to the possibility of 
reconciling personal freedom with eco- 
nomic well-being. In that effort we hope 
for your interest and support. 

We have been gratified beyond meas- 
ure by the reception already accorded 
this movement, though it was started 
only a few weeks ago. By telegram and 
letter enlistments have come in literally 
by thousands from all parts of the coun- 
try. 

We want everybody who enlists to 
discuss the principles of a free society, 
the place of private enterprise in it, the 
achievements of American business, its 





present policies and practices—to discuss 
them with his wife and children, with 
his business associates; with clergymen, 
educators, and civic 
patriotic 


leaders, before 
service clubs, and 
young people’s organizations—in short, 
wherever he can find opportunity. He 


should insist that industry be judged, 


societies, 


not by any past mistakes of managements 
which are not superhuman, not by the 
disclosure that some financial exploiters 
made a football of certain industries in 
the post-war period, nor by the continu- 
ance of abuses on the part of some in- 
dividuals here and there, but by the long- 
run cumulative achievements of private 
enterprise, by the steady growth of busi- 
ness management toward the full meas- 
ure of its social and economic responsi- 
bilities, by the present policies and prac- 
tices of the management of industry 
venerally ° 


Indeed many of these present policies 
and practices, representing intelligent 
adjustments to changing conditions, did 
make news when management first be- 
yan to adopt them. But as they became 
widespread in industry they were no 
longer news. Now, unfortunately, it is 
only the exposure of an occasional fail- 
ure to keep up with enlightened man- 
agement that gets a headline. This the 
public should be led to understand. ‘The 
incandescent lamps of good will throw 
into deep shadow the sputtering candles 
of evil. Hence my theme, “Let there be 
light!” 

Defending Freedom 

Moreover we want these thousands of 

individual sentinels of private enterprise 


(Continued on page 320) 
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The Northwest in National Defense 


By Kinsey M. Robinson 


President, The Washington Water Power Company 


Address before the Third General Session of the Eighth Annual Convention of the Edison 


HAD expected to speak of other 

matters affecting the Northwest, 

but now, in that area, as elsewhere 
throughout the nation, industry is con- 
fronted with but one problem, one duty 
—Preparedness. 

The result of the war in Europe dur- 
ing the past few weeks must bring to all 
of us the realization that today nothing 
is as important as national defense. 
During this period we have heard how 
unready we are to protect ourselves and 
our way of life under the new and un- 
expected world situation. We_ have 
learned of the time and money which 
must be spent to place this nation in a 
position to defend itself and to discharge 
the obligations it has voluntarily as- 
sumed under the Monroe Doctrine. 

In such a situation, the first thing to 
be achieved is a renewal of our national 
spirit, and the elimination from our 
social and economic structure of class 
consciousness and_ divisionalism, both 
new in this nation. Now, as perhaps 
never before, “United we stand, divided 
we fall.” 

Industry’s part in this new national 
unity must be to offer itself promptly 
and wholeheartedly to the national ser- 
vice. And by industry I mean all private 
industry in this country of which our 
electric utilities form one very important 
component part. 

Government’s contribution could well 
be to turn from its attitude of dislike 
and distrust of business, and its policy 
of drastic and detailed direction of the 
nation’s industrial life, to new methods 
of cooperation and coordination. 

Obviously, what we need are arms 
and modern military, naval and aerial 
equipment together with the men to use 
them. Initially, however, this is a prob- 
lem for industry, because guns and ships 
and airplanes must be made by industry 
before they can be used by our military 
forces. 


Each industry will have its due part 
to play, its new duties and its own op- 
portunities for service. It is important 
to realize that the industries, including 
our own electric industry, which will 
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be called on and which unquestionably 
will respond immediately and effectively, 
are private industries financed by private 
capital, managed by experienced execu- 
tives and manned by free and _ skilled 
labor. 

It is actually to preserve this Ameri- 
can way of life, this freedom from gov- 
ernment dictatorship, that our national 
defense program will be undertaken. 


In any such national effort, the elec- 
tric power industry to which we belong 
will necessarily be a major factor. That 
was true in the last great war. It will 
be even more so now. 

I feel sure that everywhere through- 
out the nation our industry is in a posi- 
tion now to respond quickly and ade- 
quately to all immediate demands which 
may be made on it, and that in our exist- 
ing power systems, incremental capacity 
can be installed, where required, before 
major new factories can be built or im- 
portant new power demands required in 
existing industrial plants. 

I understand that, as in the North- 
west, studies by our industry have been 
or are being made to determine if, and 
where, any deficiencies exist. | think 
they will be found to be few and unim 
portant, for I feel sure that of all in 


dustries in this country our industry, the 
electric power industry, is today the 
best able to respond to whatever de- 
mands may be made upon it. 

As illustrating a condition of general 
preparedness in our industry which I 
am sure exists throughout the nation, I 
would like to review the resources of the 
Northwest to meet this new situation 
and our ability there to take care of 
whatever may be demanded of us. This 
territory which includes the States of 
Washington, Oregon, Idaho, Montana 
and Utah, represents about 16 per cent 
of the land area of the continental 
United States. Although only about four 
million people, or some 3 per cent of the 
nation’s population, inhabit these five 
states, it is a region rich in raw ma- 
terial resources. It normally produces 
35 per cent of the nation’s copper, 45 
per cent of its lead, 17 per cent of its 
zinc, over 35 per cent of its silver and 
more than 20 per cent of its mercury. 

Its mines are capable of considerable 
expansion. Copper, a vital -raw ma- 
terial, can be mined and concentrated 
at the rate of 70 million pounds per 
month and zine at the rate of 30 million 
pounds per month. It also has many 
deposits of other essential materials. 

The territory normally furnishes over 
35 per cent of the nation’s lumber, and 
contains more than half of the remain- 
ing timber supply of the country. 

Oil, natural gas and coal have been 
well developed, and large resources are 
still in the ground. The Northwest has 
intensively developed agricultural areas 
which produce a variety of products, in- 
cluding one-fifth of the nation’s wheat 
and one-fourth of the nation’s wool. Its 
industries are diverse in character and 
make a variety of articles of commerce. 
Its airplane industry is of national im 
portance. Its shipyards, in previous wars 
and in peace, have been of great useful- 
ness to our navv and to our shipping 
industries. 


This great Northwest has railroads, 
waterways, and some of the best harbors 
on the Pacific Coast. It is evident, there- 
fore, that this area can supply metals, 
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food, airplanes 
Its capacity to 


lumber, raw materials, 
and ships to the nation. 
do this is very large. 

Should trouble come 
the area would also be 
tive military operations. Its navy yards 
and facilities would be vital factors in 
operations and maneuvers in the Pacific, 
its harbors and naval waterways would 
be bases for military operations and war 
commerce generally. 

Another important resource of the ter- 
ritory is its large proportion of the 
presently developed water power of the 
United States. Electric power is an es- 
sential requirement of adequate defense 
preparation in the Northwest both with 
respect to quantity of power and its de- 
livery to the point of use. 


from the West, 
the scene of ac- 


| believe the duty of every utility 
system is to be fully prepared to meet 
the electric needs of the territory which 
it serves and to cooperate with other in- 
dustries and with other utilities to the 
end that all power facilities in its region 
are used to best advantage. 

In the Northwest area, there are to- 
day more than 280 generating stations, 
large and small, with installed capacity 
of some 2,250,000 kilowatts. The ca- 
pacity of these plants is well above the 
present demands of the area. ‘hey are 
spread over five states, from the coast 
well into the interior. In the figures 
just cited, I have included such munici- 
pal operations as those of Seattle and 
Tacoma, for these have been part of our 
local power sources for many years. | 
have not included the federally financed 
projects at Grand Coulee and Bonne- 
ville. New industries under contract to 
be served from Bonneville have electric 
needs about equal to the present installed 
capacity at that plant. 

Any further power capacity already 
approaching completion at such projects 
can similarly be used locally or delivered 
to existing systems for transmission and 
use, under arrangements similar to those 
which other private utility companies 
have already made to utilize and dis- 
tribute government power in Arizona, 
Nebraska, Tennessee and other places. 

The installed capacity in the North- 
west was about 510,000 kw in 1917. 
The capacity now in service and under 
construction, again exclusive of Bonne- 
ville and Grand Coulee, is nearly five 
times as great as it was at the start 
of the last World War. The utilities in 
this region have long pioneered in the 
construction of high voltage transmission 
lines and interconnections. There are 
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over 16,000 miles of such trans- 
mission lines in the area about which | 
am speaking. ‘The load centers and 
generating stations of Washington, Ore- 
gon, Northern Idaho and Montana are 
thoroughly interconnected and already 
through this 
network of privately-owned, high-ten- 
sion transmission lines. Southern Idaho 
and Utah comprise another huge system. 
Plans already under way provide that 
before the summer is over, the Idaho- 
Utah system and the Montana-Washing- 
ton-Oregon will be intercon- 
nected by privately 

transmission Transfer of 
and energy from one place to the other 


now 


permit unified operation 


systems 
further 
lines. 


owned 
power 


in these interconnected systems is com- 
The Northwest 
equipped to deliver power and energy 
in adequate amounts whenever it is 
needed and to supplement existing plants 


mon practice. is well 


and transmission lines on short notice. 
But I believe that our duty, and the 
responsibility placed upon us as an es- 
sential industry, call for more than mere 
adequacy of physical facilities. Our or- 
ganization, properties, plans and methods 
of thinking, all must be set in order and 
further energized to 
serious 


meet the present 
believe that pre- 
paredness as it relates to the individual 
person or organization is a local affair. 
If each one is ready, the nation is ready. 
Therefore, most of the remainder of my 
remarks will our own 
company and to the others in the North- 
west with which it is associated. 


situation. I 


be confined to 


The Washington Water Power Com- 
pany is a part of the Electric Bond and 
Share system in the Northwest. This 
The Washington 
Water Power, Montana Power, Idaho 
Power, Utah Power & Light, Pacific 
Power & Light and Northwestern Elec- 
tric Companies. As I am familiar with 
the operation of this group, | would like 
to say something about our ability to 
contribute to national defense as a group. 


system consists of 


Our companies now constitute a power 
system unified or capable of 
prompt unification for economic operat- 
ing 


either 
purposes. ‘These companies were 
among the first to take advantage of in- 
terconnection or interchange of power, 
as a means of reducing fixed charges and 
operating thus making low 
Long ago, methods were 
developed and put into regular practice 
to realize the benefits of system diversity. 


expenses, 
rates possible. 


This group of companies is now gen- 
erating more than half of the electric 
energy generated in the Northwest area, 
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and is therefore an important factor in 
the development of industry in that ter- 
ritory. ‘These companies have a trained 
personnel of over six thousand persons. 
It has taken many years to train these 
people and weld them into efficient oper- 
Furthermore, the 
staffs of the various companies of the 
system have been trained to cooperate 
with one another. They know the power 
requirements and the efficient applica- 
tion of power to all types of industry 
in their territories and assist the man- 
agement of such industries in effective 


ating organizations. 


and economic solutions of their electric 
problems. It will not be necessary, 
therefore, to add people from the out- 
side to the electric staffs to get the uni- 
fied industrial results which the country’s 
preparedness program will demand of 
this area. 


Our companies have kept well ahead 
of the area’s power requirements. In fact, 
the seven associated companies in the 
five northwestern states of which I am 
now speaking, have expended over thirty- 
five million dollars for additions to their 
electric facilities in the last five years 
in spite of the hazards they faced from 
government-financed plants at Bonne- 
ville and Grand Coulee. 

The Northwest must have protection 
for its coast-line and harbors, also for 
its lumber industry and mines, the out- 
put of which is so vital to the rest of the 
nation. This area needs aircraft bases, 
pilot training schools, bombing ranges 
and other necessary facilities. Orders for 
aircraft, ships, and other defense equip- 
ment will encourage industry to expand 
and make the best use of the raw ma- 
terials with which this region has been 
so abundantly endowed by nature. 

Under today’s grave conditions, gov- 
ernment funds should certainly be re- 
directed to flow in the greatest possible 
stream to those activities which will most 
quickly produce defense and prepared- 
ness facilities, especially munitions, ships, 
aircraft and related ground facilities. 

We are all familiar with the size of our 
national debt and the nature of the na- 
tion’s tax burden. Neither has perhaps 
reached the danger point. However, the 
program of national defense must in- 
evitably add heavily to both. It seems 
obvious, therefore, that to the greatest 
extent possible, government funds should 
be limited to expenditures which only 
government can make, such as the vitally 
necessary equipment, training and sup- 


(Continued on page 318) 
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Washington Water Power Company 
Wins Cofin Award 


HE Washington Water Power 
Company, Spokane, Washington, 
was awarded at the Convention 
the electric light and power industry’s 
most honored symbol of accomplishment, 


the Charles A. Coffin Medal. 





The Award, established in 1922 by 
the General Electric Company as a 
tribute to the memory of the late Charles 


peice 


A. Coffin, founder of that company and 
one of the great leaders of the electric 
industry, is given annually to “the com- 
peting company which has achieved the 
greatest advancement in its operations 
and physical plant, thereby making a dis- 
tinguished contribution to the develop- 
ment of the electric light and power in- 
dustry for the convenience of the public 
and the benefit of the industry.” 

A Gold Medal and a purse of $1,000 
tor the winning company’s employment 
benefit fund constitutes the Award. The 
award was announced by Mr. H. P. 
Liversidge, Chairman of the Prize 
Awards Committee of the Edison Elec- 
tric Institute. Presentation of the 
Award was made to Mr. Kinsey MI. 
Robinson, president of the Company, by 
Mr. Philip Reid, Chairman of the 
Board of General Electric Company. 

Mr. Robinson was president of the 
Idaho Power Company when that com- 


it 





pany won the Coffin Award for 1935. 
In commenting on the Award Mr. 
Liversidge said: 
“The Committee of Judges again was 
confronted with a difficult task in choos- 
ing a winner because of the excellence 





ot the exhibits submitted by the contest- 
ing companies and the splendid claims 
which each of them was able to advance 


Charles A. Coffin Award Presentation—Charles W. Kellogg, president of the Edison Electric Institute; Philip Reid, 
chairman of the board of the General Electric Company, representing the donor; Kinsey M. Robinson, president 
The Washington Water Power Company, winner of the Coffin Award, and H. P. Liversidge, chairman of the 
Prize Awards Committee 
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to warrant its selection as the winner. 
The exhibits record the achievements of 
skillful and diligent management. ‘The 
Judges were impressed with the evidence 
of earnest and capable efforts to improve 
service and to reduce its cost to the pub- 
lic, to promote the well-being of em- 
ployees, and at the same time to improve 
the position of its investors. All of the 
contesting companies relatively 
small, serving many scattered communi- 
ties, but each has skillfully adapted its 
organization and methods to make the 
most of the local situations and to get 
the best possible results under the cir- 
cumstances. Certainly the customers of 
these companies benefited, as has also the 
industry, because of the accomplishments 
of these companies. 

“It gives me pleasure to announce the 


were 


unanimous decision of the Judges, con- 
sisting of Dr. Karl T. Compton, Presi- 
dent of Massachusetts Institute of “Tech- 
nology, Mr. C. W. Kellogg, President 
of Edison Electric Institute, and your 
Chairman of the Prize Awards Com- 
mittee, which for outstanding accom- 
plishments during the year 1939 awards 
the Charles A. Coffin Medal to the 
Washington Water Power Company for 
its distinguished contributions in man- 





Paul M. Downing, Vice-President and General Manager, Pacific 
Gas and Electric Company, with H. P. Liversidge, Chairman, EEI 
Thomas W. Martin Rural 
Electrification Award won this year by his company 


Prize Awards Committee, holds the 
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agement, in power sales and in power 
transmission. 

“In 1939 The Washington Water 
Power Company carried out a remark- 
ably successful and well coordinated 
sales program which resulted in large 
merchandise and _ in- 
creases in electricity sales. Merchandise 
sales for the year averaged about $55 per 
residence customer, 90 per cent of which 
sales were made by 


sales of electrical 


dealers. 

“Sales of electricity reached a total of 
2060 kwhr per residence customer per 
annum, and 8750 kwhr per retail com- 
mercial customer. 

“Notwithstanding further rate reduc- 
tions, annual revenues per customer in- 
creased and the company increased its 
net income. 

“In 1939 the company sold $22,000,- 
000 in general mortgage, 31% per cent 
bonds (purchased by the public at. $105) 
and refunded its 5 per cent bonds. 

“The company made an extensive and 
successful study of load and frequency 
control to improve the efficiency of inter- 
connections with other systems, achieving 
results of value to the industry. 

“This company took the lead in for- 
mulating a plan for the 
marketing of Bonneville 


cooperative 


power output 


Electric 
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which if adopted would avoid the waste- 
tul expenditure of $60,000,000 in dupli- 
cate transmission facilities.” 

In accepting the award, Mr. Robinson 
said : 

‘The conferring of this award I con- 
sider to be a tribute not only to the co- 
operative spirit and efficient performance 
of the employees of the Washington 
Water Power Company, but also to the 
progressive spirit and alertness of the 
public generally in the territory we 
serve,” Mr. Robinson said in accepting 
the award. ‘“To our customers should 
vo a.great deal of the credit.” 

1939, 


brated its Golden Jubilee commemor- 


“During our company ecele- 


During all 
ot those fifty years, the company oper- 


ating 50 years of service. 


ated as a citizen in all the communities 
it serves and has played a part in the 
yrowth and progress of each community. 
As a result of such participation and ser- 
vice, the company and the public have 
become conscious of their mutual inter- 
ests. 

“The public by acceptance of our ser- 
and by 
company, made it possible for us to suc- 
cessfully compete for the Coffin Award.” 


vice, its cooperation with our 


A.H. Jaeger, Chairman of Advertising Sales Promotion Committee, 
Water Heater Section, NEMA, congratulating J. E. E. 
Royer, Vice-President and General Manager, Washington Water 
Power Company. This company won the National Electric Water 


Heating Council trophy which Mr. Royer is holding 
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Report of the Prize Awards Committee 
By H. P. Liversidge 


Chairman, Prize Awards Committee, Edison Electric Institute 


Presented at the Fifth General Session of the Eighth Annual Convention of the 
Edison Electric Institute, Atlantic City, June 6, 1940 
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T is my pleasant duty to make the 
annual report of the Prize Awards 
Committee and to announce the 

winners of the awards, other than the 
Coffin Award, that are sponsored by the 
Edison Electric Institute and adminis- 
tered through this Committee. 

These awards fall into two groups. 
The first group includes cash prizes of- 
fered for the most meritorious papers on 
specified subjects, submitted by employ- 
ees of electric light and power companies ; 
the second includes various awards of- 
fered for acts or accomplisments of indi- 
viduals, or companies and_ individuals 
in specified activities. 

Since 1930, two thousand three hun- 
dred and seventy papers have been en- 
tered by employees in competition for 
the first group. Roughly, this indicates 
that nearly one per cent of the total 
number of employees in this country 
have prepared, for these contests, serious, 
well considered papers on subjcts of im- 
portance to the electric utilities. The 
prize winning papers in this group have 
become a part of the authoritative liter- 


ature of the industry. Some of the 
papers written as far back as six or eight 
vears ago are still in active demand. 

Of the total papers entered in this 
ten-year period, the majority, 1,465, have 
been on the subject of public relations. 
This would indicate, I believe, that the 
importance of this subject is pretty well 
understood, although the great variation 
in the approach and discussion of this 
subject confirms what we have long sus- 
pected; that is, the basic factors of good 
public relations are generally well recog- 
nized, but local conditions must be the 
dominant consideration in the application 
and treatment of any organized public 
relations activities. 

In behalf of the Institute and particu- 
larly for my fellow members of the 
Prize Awards Committee, Mr. James E. 
Davidson and Mr. Kellogg, I want to 
thank most heartily the donors who, by 
making available the funds necessary to 
the establishment of the awards, have 
stimulated a great amount of construc- 
tive thinking and action on important 
phases of utility operation. 


The selection of the prize winners is 
made by groups of judges after study of 
the entries of candidates for the prize 
awards, whether they be papers, as for 
the first group, or recitals of specified 
accomplishments, as in the second. 

To these judges I want to express my 
appreciation for the devotion to the 
whole good of the industry they have 
shown in accepting their appointments. 
All are busy executives, who in many 
cases traveled considerable distances and 
gave liberally of their time to the de- 
liberate and seasoned consideration of 


the merits of each entrv. 


The B. C. Forbes Prize 


This is a cash award of $250 donated 
by Mr. B. C. Forbes, Editor of Forbes 
Magazine, for the most meritorious 
paper dealing with the subject of public 
relations in the electric light and power 
industry. The Judges for the Forbes 
prize are Mr. G. W. Van Derzee, Vice- 
President and General Manager of the 
Wisconsin Electric Power Company, Mr. 
T. D. Crocker, Vice-President of North- 





James M. Stafford, Jr., winner of the B. C. Forbes Prize, 
is congratulated by RB. C. Forbes, Jr. 


C. L. Betts, second James H. McGraw Prize winner, S. B. Wil- 
liams, representing Mr. McGraw, and V. G. Rettig, winner of the 
first McGraw prize 
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R. B. Marshall Award Winners—R. J. Burgh, J. F. Fricke, A. B. Coleman, C. 8. Chap- 


man; and Gerald Hulett, Vice-President in Charge of Sales, Electromaster, Inc., 


repre- 


senting R. B. Marshall, donor of the award 


ern States Power Company, and Mr. 
Roy Page, Vice-President of the Nebras- 
ka Power Company. Let me quote here 
from the report of the judges to the 
Committee: 


“It has been a difficult task to select the 
most meritorious paper on this subject be- 
cause of the several different means by 
which writers have approached it. In gen- 
eral, the approaches may be classified in two 
groups. First, the one that deals with the 
subject of public relations in a broad way 
and in a somewhat abstract manner without 
attempting specifically to indicate the means 
of accomplishment; and second, the one that 
deals with a specific detailed plan of ac- 
complishing improvement in public relations 
in some major phase. 

“After considerable deliberation on this 
point, the committee was unanimous in its 
opinion that the papers in group two dealing 
with specific recommendations for improving 
public relations in the industry were of more 
present value than the papers in group one 
dealing with the subject in a more abstract 
manner. 


“Tt, therefore, nominates as winner of 
the Forbes Prize, Mr. James M. Srar- 
FORD, JR., Assistant Manager of the Ad- 
vertising Department of the 
Power Company, Atlanta, Ga., for his 
paper, “I Wouldn’t Know About That! 
—An Outline for an Employee Informa- 


Georgia 


Honorable mention of 
equal weight is accorded Mr. C. M. 
TURNER, Assistant to Vice-President, 
Ebasco Services Inc., New York, N. Y.., 
for his paper, “Better Relations ‘Through 
Personalized Service,” and to Mr. Rop- 


tion Program.” 


ext T. Livincston, Director of Educa- 
tion and Commercial Research, Long 
Island Lighting Company, Mineola, 


N. Y., whose paper is entitled, ‘“The 
Seven C’s of Public Relations.” 





James H. McGraw Prrzes 


‘This is the prize established a number 
of years ago by Mr. James H. McGraw, 
Honorary Chairman of the McGraw 
Hill Publishing Company, for the three 
most meritorious papers on any engineer- 
ing or technical subject relating to the 
electric light and power industry. The 
judges for this award are Mr. H. R. 
Woodrow, Vice-President of Consoli- 
dated Edison Company of New York, 
Inc., Mr. Frank R. Innes of the Elec- 
trical World and Mr. W. A. Shoudy, 


of the firm of Orrok, Myers and 
Shoudy, consulting engineers. 
The tirst McGraw prize, $250 in 


cash, is awarded to Mr. V. G. RETTIG 





Vincent 
Service 


Thiemann, Wisconsin Public 
Corporation, winner of the 
Third McGraw Prize 


E. B. Chiles, Missouri Power and Light 
Company, winner of an R. B. Marshall 
Award 


of the Cincinnati Gas and Electric Com- 
pany for his paper, “Basis for a Program 
of Capacitor Additions on a Growing 
Distribution System.” ‘The second Mc- 
Graw prize, $150 in cash, goes to Mr. 
Cuartes L. Bers, Jr., of the West- 
chester Lighting Company. His paper 
was on “A New Method for Determin- 
ing Relay Selectivity and Coordination.” 
The third McGraw prize, $100 in cash, 
is awarded Mr. VINCENT “THIEMANN, 
of the Wisconsin Fublic Service Corpor- 
ation, Milwaukee, for his paper “The 
Planned Operation of a Reservoir Sys- 
tem. 


The R. B. Marshall Awards 
An award of $500 divided into five 


prizes of $100 each is offered by Mr. R. 
B. Marshall, 


master, Incorporated, to utility repre- 


President of Electro- 
rented 
1939, the 


vreatest number of individual domestic 


sentatives who sold, leased or 


during the calendar year, 
electric ranges of a rated capacity of five 
kilowatts or more. There are five classi- 
fications, according to the number of 
customers served. In arriving at the 
winners, a point system was used, allow- 
ing one point for each range rented or 
placed in trial, and two points for each 
The judges of these awards 
are Mr. L. E. Moffatt, I-ditor, Elec- 
trical Merchandising, Mr. J. H. Nelson 
of Ralph H. Jones Company, New 
York, and Mr. Frank E. Watts, Editor, 
Electrical Dealer. 


In Group One, utility companies serv- 


range sold. 


ing up to 25,000 customers, the winner 
is Mr. A. B. CoLEMAN, Kingsport Util- 
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Nils T. Spellman, Assistant Vice-President, Consolidated Edison 
Company of New York, Inc., receives for his company the Augustus 
D. Curtis Award from Darwin Curtis, one of the donors 


ities, Incorporated, Kingsport, ‘Tennes- 
see, with 430 points. 

In Group Two, serving from 25,000 
to 50,000 customers, the prize goes to 
Mr. E. B. Cues, Missouri Power and 
Light Company, Jefferson City, Mis- 
souri, with 132 points. 

In Group Three, which includes util- 
ities serving from 50,000 to 100,000 cus- 
tomers, the winner is Mr. J. F. Fricke, 
of Indiana and Michigan Electric Com- 
pany, South Bend, Ind., with 578 points. 

In the Fourth Group, serving from 
100,000 to 250,000 customers, the award 
goes to Mr. C. §. CHAPMAN, Appalach- 
ian Electric Power Company, Roan- 
oke, Virginia, with 480 points. 

In Group Five, from 250,000 custom- 
ers up, the winner is Mr. R. J. BurGuH, 
Detroit Edison Company, Detroit, 
Michigan, who scored 530 points. 


The Augustus D. Curtis Award 


This award comprises a certificate of- 
fered by Messrs. Darwin and Kenneth 
Curtis of Curtis Lighting, Incorporated, 
in memory of Augustus D. Curtis to the 
public utility operating company in the 
United States which, during the 12- 
month period ending March 1, 1940, 
has shown the greatest contribution to 
the advancement of artificial illumina- 
tion of interiors or exteriors of commer 


cial and public buildings, and a cash 


prize of $300 to the individual or indi- 
viduals in that company who were re- 
sponsible for the achievement. A second 
prize of $200 and a third prize of $100 
is offered to the individual or individuals 
responsible for the achievement of the 
companies adjudged second and third in 
the contest. 

The judges tor this award are Mr. 
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S. B. Williams, Editor of Electrical 
World; Mr. W. C. Brown, Vice-Presi- 
dent of the Illuminating Engineering 
Society, and Mr. A. D. Hinchley, School 
of Engineering, Columbia University. 

First prize is awarded to the Con- 
solidated Edison Company of New York, 
Inc., and is based on an exceptionally 
fine relighting installation in the Me- 
chanical Engineering Drafting room of 
the company. The cash prize accom- 
panying the certificate goes to Mr. 
James J. Joy, Mr. Frank P. KuHut, 
and Mr. Howarp D. GREEN. 

I am at liberty to tell you that the 
Curtis Award will be continued next 
year. May I hope that some of our sales 
departments will take time enough from 
their selling job to outline briefly their 
accomplishments in lighting public and 
commercial buildings. 


The George A. Hughes Award 


The George A. Hughes Award, estab- 
lished by Mr. George A. Hughes, Chair- 
man of the Board of the Edison General 
Electric Appliance Company, Inc., con- 
sists of a trophy, certificates and cash 
It is offered to the operating 
utility companies and to individuals in 
those companies whose work and coop- 


prizes. 


erative efforts show the greatest contri- 
bution to the development of the do- 
mestic electric cooking load, through 
promotion or selling or both, directly or 
cooperatively or both, during the year 
1939. 


Judges of this contest are Dr. Ken- 





E.'s 


winner of the first George A. 


Talkington, Merchandise Manager, F. 


Hughes Award. 


} J. Lacey, Advertising Manager, M. T. 
Anthony, Sales Manager, representing their company, the Tampa Electric Company, 


Mr. Huahes. donor of the Award, ts 


on the right 
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neth Dameron, Director, Committee on 
Consumer Relations in Advertising, Mr. 
Henry G. Dooley of the Electrical 
W orld, and Mr. Ralph H. Jones, Presi- 
dent, Ralph H. Jones Company, adver- 
tising agency. 

For the superior quality of its plans 
and methods, a sales increase in electric 
ranges throughout its territory 33 per 
cent above the preceding year, an in- 
crease of 2.5 per cent in saturation, an 
increase of 7.8 per cent in annual aver- 
age domestic power consumption, and 
the high excellence of its sales operations, 
Tampa Electric Company receives first 
honors, a trophy. A cash award of $500 
to accompany the prize will go to the 
Tampa Electric Benefit Association. 

Mr. E. A. TAtkincton, Merchan- 
dising Manager, Mr. F. J. Lacey, Ad- 
vertising Manager, and Mr. M. T. 
ANTHONY, Sales Manager of the 
Tampa Electric Company, are here to 
receive the trophy for the company. 

The second prize, consisting of a cer- 
tificate and a cash prize of $300 is 
awarded to the Atlantic City Electric 
Company. 

The certificate of recognition goes 
jointly to Mr. E. A. Lewis, Vice-Presi- 
dent and General Manager, and Mr. 
R. E. Swirt, Assistant General Man- 
ager, of the company. To Mr. B. L. 
ENGLAND, Commercial Manager of the 
company, goes a check for $300 as the 





L. B. Round, Vice-President and Gen- 
eral Manager, Pennsylvania Power 
Company, holds the certificate award- 
ed his company as winner of the third 
George A. Hughes Award 
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B. L. England, Commercial Manager of the Atlantic City Electric 

Company, the company awarded the second George A. Hughes 

Award; R. E. Swift, Assistant General Manager, and E. A. Lewis, 
Vice-President and General Manager 


individual directly responsible for the 
achievement. 

Third prize, consisting of a certificate 
and a cash prize of $200 is awarded to 
Pennsylvania Power Company. 

The certificate for this award is in- 
scribed to Mr. L. B. Rounp, Vice- 
President and General Manager of the 
company. The cash award of $200 is 
credited to Mr. C. N. ENGLAND. 


The Thomas W. Martin Award 


This award is a bronze plaque offered 
by Mr. Thomas W. Martin, President 
of the Alabama Power Company, to the 
operating company within the United 
States which, during the year 1939, has 
shown the greatest contribution to the 
achievement of rural electrification. The 
judges for this award are Mr. R. U. 
Blasingame, Head of the 
Engineering Department, 


Agricultural 
College of 
Agriculture, Pennsylvania State College, 
Mr. G. W. Kable, Editor of Elec tricity 
on the Farm, and Col. W. H. Mumm 
of Mumm, Romer, Robbins and Pear- 
son, Inc. 

Domestic sales promotion in the rural 
which the 
judges have nominated for the award 
resulted in the addition of 80,472 new 
appliances in 1939 having a connected 
load of 73,077 kilowatts, accounting for 
the sale of nearly 9! 


territory of the company 


4 million additional 
kilowatthours and an increase of $206,- 
000 in revenue. 

Power consumption resulted in 5500 
new agricultural installations having a 


connected load of nearly 35,000 horse- 
These units increased energy 
consumption in 1939 by 154,000,000 
kilowatthours, producing additional rev- 
enue of $1,480,000. 

Special emphasis was placed on instal- 
ling pumping plants for irrigation, and 
developing the following new uses: de- 
hydrators, dairy sterilizing, soil heating, 
turkey brooding, and insect control. 

Cooperative work was carried on with 
many organizations interested in agricul- 
tural advancement and an advertising 
program was supported in all principal 
media, including rural newspapers, bill 


power. 


posters, speakers, fairs and festivals. 
The organization establishing this 


record was the Pacific Gas and Electric 
Company. Mr. Paut M. Downinc, 
Vice-President of the company, is here 
to receive the plaque. 

The judges have awarded honorable 
mention to the Central Illinois Light 
Company, which submitted an excellent 
record of the progress it made in rural 
electrification. 


The National Electric Water 
Heating Award 


‘The National Electric Water Heating 
Award of the Modern Kitchen Bureau 
is a silver trophy and a cash prize offered 
to the operating utility which accom- 
plished the best all-around promotion 
and sales of electric water heaters dur- 
ing 1939. The judges for this award 
are Mr. Henry Dooley, Associate Edi- 

(Continued on page 319) 
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The “Fifth Column” and Private Enterprise 


By Col. Robert S. Henry 


Association of American Railroads, Washington, D. C. 


Address before the Fifth Genera! Session of the Eighth Annual Convention of the Edison Elec- 


HE fact that we are all talking 

of Fifth Columnists indicates our 

concern over the state of our na- 
tional defense—belatedly, we are con- 
cerned over it. I do not know of any- 
thing which is closer to the minds of 
any of us now than that subject. We 
know that we must have an Army and 
a Navy fully equipped with all the para- 
phernalia of modern warfare; yet such 
things, we know, too, are merely the 
outer shell of defense. We know that 
behind the Army and the Navy we must 
have the resources of factories, farms, 
mines and forests—all the production of 
an industrious people; and then, back 
of that we have got to have something 
to defend. And we have something to 
defend in this country; something which 
began hundreds of years ago. It is prov- 
idential, perhaps, that we have in the 
Library of Congress the original Mag- 
na Charta and the original Declaration 
of Independence and the original Con- 
stitution of the United States, and that 
we have all over this country a way of 
doing things, a scheme of life which has 
sprung from those documents of liberty 
and individual action. 


We have gone ahead for 150 years in 
this the assumption that 
every man was at liberty to be his own 
damned fool if he wanted to be—he 
could make his own mistakes if he want- 
ed to, but these mistakes on the average, 
in the course of time, would tend to 
cancel each other out and the net gain 
was progress. And the test of the thing 
is that it has worked, that in 150 years 
we have seen, in a continent that was 
a wilderness, the growing up of civili- 
zation, the development of a way of liv- 
ing which for the ordinary man surpasses 
anything yet developed on the surface of 
the earth. We have it on very high au- 
thority that one-third of our population 
is ill-fed and ill-clad and ill-housed. I 
don’t know, but I am willing to accept 
that as true; but if you accept that as 
true, you must at the same time accept 
the corollary of that; that two-thirds of 
our population are well-fed and well- 
clad and well-housed. And where else 


country on 
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in the history of the world, or where 
else on the surface of the earth today, 
will you find a great population of 
whom it can truly be said that two- 
thirds are well-fed, well-clad and well- 
housed? The day will come when all 
will be well-fed, well-clad and well- 
housed. But when you figure that 150 
years ago there was nobody well-fed, 
well-clad and well-housed according te 
modern standards, nobody, and compare 
that with the condition of the average 
man, the ordinary citizen and his family 
in the United States today, you get some 
measure of the truly immeasurable prog- 
ress which has been made by this peo- 
ple under this system of individual in- 
itiative and private enterprise. 

This profit system—if you please 





which should more properly be called a 
profit-and-loss system—is worth defend- 
ing. It is worth defending not only from 
external foes, but it is worth defending 
from internal enemies. 
fending even from its own misguided 


It is worth de- 
friends. 


This morning | am going to discuss 
pretty largely the history of the rail- 
road industry, there is most 
clearly exemplified, | believe, the effects 
of the work of that most practical of 


because 


all Communists, the hard-headed Amer- 
ican business man who thinks he can 
get something for nothing if he gets it 
from the Government. The enemies of 
our way of doing things in this coun- 
try are not very powerful; the _be- 
whiskered and bebombed Communist, 
the Trotskyite, the Stalinite, or the Nazi 
—they don’t draw much water. They 
are suspect when they start. The real 
danger to our system of private enter- 
prise in this country is some American 
businessmen, who are professedly, at 
least, the friends of the system. Such a 
businessman is its friend unless—I speak 
now not of all businessmen but of a suf- 
ficient number of them to be very im- 
portant—he sees a chance for some im- 
mediate profit by getting the Govern- 
ment to engage in some form of business, 
and then the dime which is close to his 
eyes excludes the dollar beyond. 


We have had more experience of that, 
perhaps—I say “we” because I am speak- 
ing now not only of the railroad in- 
dustry—our two industries have had 
that spirit than 
any other form of enterprise in this 
country. It has been more clearly 
recognized in the case of your industry, 
perhaps, because there it is newer. In 
ours it is so old that we take it for 
granted, almost. We have been in com- 
petition with the Government, or the 
Government, rather, has been in com- 
petition with us—whichever way you 
want to put it—so long that most peo- 
ple think it is in the Constitution of 
the United States that we should be. 
I know a great many people who think 
there is something in the Constitution 
of the United States that says that the 
taxpayers should provide improved in- 
land free of charge and 
should never make any collections for 
I can assure you, gentlemen, 
that it isn’t in the Constitution of the 
United States. It wasn’t in our early 
practice, in the days when inland water- 
ways, where genuinely useful; and there 
was such a time, when they were gen- 
uinely the best way of producing trans- 
portation. In those days the people who 


more experience of 


waterways 


their use. 
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used inland waterways were perfectly 
willing, even’ eager to pay tolls for do- 
ing so. Of course, the time came when 
they no longer would use the waterways 
if we had tolls on them, and then we 
took the tolls off, about 50 or 60 years 
ago, and really began to spend some 
money on them, and began to make free 
gifts of them. 

There is ‘another reason why the com- 
petition of the Government with us is 
not quite so visible as it is with you. 
When the Government goes into com- 
petition with you, it goes into competi 
tion directly in the electrical business. 
When it goes into competition with us, 
it does not go into competition in any 
large way by furnishing transportation 
service, although we have that, too—the 
Inland Waterways Corporation, for ex- 
ample. But the thing which the Gov- 
ernment does in our case is to furnish 
free of charge, or at an inadequate 
charge, essential facilities for our com- 
peting forms of transportation; and that 
isn’t quite as clear-cut in the public and 
popular mind as the Government’s com- 
petition with you. 

In the railroad business, | suppose we 
have got used to being discussed as if we 
And we do 
a problem, commonly called the railroad 
problem, but it 
railroads at all. 


were a_ problem. have 


isn’t a problem of 
There was a railroad 
problem once in this country. Originally 
the problem was whether or not 
could make a train run on a track, and 
that The next 
problem of railroads was whether you 
could get enough capital in a new coun- 
try to extend these lines of steel across 
a continent that was a wilderness. That 


you 


problem was solved. 


was a real problem, and it was solved; 
not in the way precisely that it would 
be best solved under present conditions, 
but it was solved according to the con- 
ditions of the day, and the results show 
that it was well solved. 


But our so-called “‘problem’’ today is 
a problem of transportation, 
railroads are but a part of our transpor- 
tation system. 


because 


It is a problem of public 
policy; it is a problem of public finance 
and public credit. I wonder if you real- 
ize the extent to which the transporta 
tion industry of this country has been, 
as the euphemistic saying is, socialized 
in the last 20 years. Remember that in 
any system of transportation you have 
distinct, or at 
least they can be distinct. One is the 
vehicle—the train, the truck, the boat, 
whatever it might be; and the other is 


two things, somewhat 


EDISON ELECTRIC INSTITUTE BULLETIN 


the way on which that vehicle is to move. 
One is as important as the other, and 
frequently the provision of the way is 
more important than the movement of 
the vehicle. 


With the exception of the pipe line— 
which is hardly transportation business 
in the ordinary sense, but a very highly 
specialized form of transportation, rather 
than 
the railroad is the only 


more a planned facility general 
transportation- 
one of all of the forms of general trans- 
and en- 
the fruit of private investment. 
For on the 
mately the 
of moving 


portation which is completely 
tirely 
railroad the owner, and ulti- 
user, pays not only the cost 
the vehicle, but the cost of 
providing and maintaining the way on 
Of no other 
form of general transportation is that 


which the vehicle moves. 
true. So we have in our field a com- 


pletely privately owned and _ operated 


and user-supported form of transporta- 
tion. We have in competition, and sup- 
plemental to it—other forms of trans- 
portation in which the expense of pro- 
viding 
ways is carried by the taxpayer. 


and maintaining the essential 
a mile of 
Just the 


track and the roadway—leaving out the 


The average investment in 
railroad line is about $62,000. 


equipment, the stations, the buildings and 
all that. It costs about $1,800 per mile 
per year on the average to keep up that 


And 


about $1,400 per mile per year for taxes 


roadway. incidentally, we pay 


on that- roadway. When I say taxes, 
[ mean taxes, true taxes, taxes which 
go to support schools and the general 


services and facilities of the Government; 


not taxes that railroad 


are spent on 


tracks. Let me contrast that picture 
with another. 

Take the New York State Barge Canal 
is an example. [ don’t know what that 
Nobody 


knows because they didn’t have original 


has cost the taxpayers. else 
cost and depreciation accounting on it 
when it started, but we do know what 
has been put into it since 1903. In those 
1903, 


alone, counting nothing for maintenance 


years since for construction cost 
or operation or depreciation or any of 
the other true items of cost, that canal 


has cost the taxpayers an average of 
$357,000 a mile; and it is costing more 
than $5,000 per mile per year to main- 
They talk of canals 


maintained at 


tain and operate it. 


built and such fantastic 


cost in the name of cheap water trans- 
portation. 


There is cheap water transporta- 


tion, of course, and there is 


water 
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transportation so fantastically expensive 
that nobody but a rich and prodigal 
Government, or a Chamber of Com- 
merce that wanted a river built up to 
its town, would even think of it. 

What about the “natural waterways” ? 
There are no such things in the commer- 
cial sense. Rivers have to be built for 
modern use; the nine-foot barge doesn’t 
go over the natural sandbars and take its 
chances. And to build a river is an ex- 
pensive business. The Ohio River, as an 
example, is the best of the long-distance 
ones. The Ohio River has cost the tax- 
payers $142,000 a mile to build, and it 
is costing about $4,000 a mile a year 
to maintain and operate. 

The worst of these things is that they 
We built a nine-foot 
channel up to St. Louis at a 
$140,000 a mile, whereupon Kansas City 
and Omaha and Sioux City and other 
cities up the Missouri River said, “You 
So we built 


tend to spread. 


cost of 


must build us a channel.” 
one to Kansas City, now supposedly tin- 
ished. It $198,000 a 
that mile is measured not on any short 
line distance, but measured the way the 
We are 
building that on up past Omaha at a 
cost of $231,000 a mile. And then the 
cities on the upper Mississippi say, “We 


cost mile—and 


meandering Missouri winds. 


must have rivers to equalize the situa 
So we are building them a river 
finished yet, but has 
$228,000 per mile, measured as the mis- 
sissippi winds, so far. It is about 80 per 


tion. 


which isn’t cost 


cent complete. Then Youngstown looks 
over at Pittsburgh and says, “You built 
a river for the steel people at Pittsburgh, 
Vhat 


canal is estimated to cost the taxpayers 


you must build a canal for us.” 


this is the estimate, and none of them 
are ever built within the estimate 
$2,350,000 a mile. 


at great length, instance these different 


I could go on and, 


things. 
The trouble with the 
business is not in the railroads. We have 


real railroad 
pretty well solved our problem of run- 
Just look 

average 


ning railroads in this country. 
at the last 20 The 
freight train today is moving 60 odd 


years. 


per cent faster than it was 20 years 
ago, and that is only the beginning of 
The 


increase in train. load and train speed 


the measure of the improvement. 


combined has more than doubled the out- 
put of a freight train for each hour it 
is at work; and the gain in dependability 
which has made the business habits of 
that. 


this continent is even more than 
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We have solved that part of the prob- 
lem, the service part. 

“Well, you run your railroads pretty 
well, but you owe too much money,” 
some may say. We owe less in propor- 
tion to investment than we did 30 years 
ago, when we were prosperous, one-third 
less. Thirty years ago our bonded in- 
debtedness per thousand dollars of in- 
vestment was $606. Now it is barely 
over $400. 


out of our revenue 30 years ago than 


Fixed charges took more 
they do now. 


‘That’s the trouble about the “‘put ‘em 
through the wringer’ prescription for 
railroad ills. What are you going to put 
through the wringer? You are not going 
to put tracks and engines and cars, al- 
though in a sense we are putting that 
part of the railroad through the wringer. 
There has been 20,000 miles of track 
torn up since before the World War. 
What you are going to put through the 
wringer are the hopes and the just ex- 
pectations of people who have invested 
their savings to make possible the basic 
transportation on which the life of this 
continent depends. Some of those roads 
are going through the wringer. I hope 
no more will have to; but if they have 
to, they will. We have a machinery for 
that. It is known as bankruptcy. It is 
an unpleasant machinery, but a necessary 
machinery at times; and_ incidentally, 
railroads, in spite of their well-advertised 
bankruptcies, have no monopoly on the 
practice. 

I don’t know who started this glori- 
fication of repudiation, because that is 
what the “wringer” advocates propose- 
that solvent railroads unnecessarily re- 
pudiate obligations. I don’t know how 
it got so popular except in that general 
way that we Americans have of accept- 
ing some nice sounding word, making it 
our own and hugging it to our bosoms. 
Here’s an example right now. There is 
a good deal of agitation about trade bar- 
riers; and there is also a certain amount 
of agitation about reciprocity on truck 
fees. “Reciprocity” is a good nice-sound- 
ing word; everybody likes reciprocity. 
“Barrier” is a bad word. And so this 
trade barrier agitation is being success- 
fully used as a vehicle by which commer- 
cial freight trucks operating inter-state 
hope to escape the payment of the 
usual taxes for doing business in the 
different states. 

Wouldn't you like it in your business 
if. when you were assessed for taxes in 
the State of Transylvania, you could 
say, “Oh, I pay taxes over in the State 
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of West Mandalia and I shouldn’t pay 
any taxes for doing business in your 
state.” And that is what is seriously 
proposed and is successfully being put 
across by the judicious use of good and 
bad words: that a commercial truck li- 
censed in one state should be enabled to 
do business in all states without payment 
of their local business fees and taxes. If 
such a thing were proposed for a peanut 
stand, we would all say, “Why 
should this peanut man have the advan- 
tage over the local peanut man?” but 
because it is proposed in connection with 
transportation, that curious blindness, 
that curious loose and fuzzy thinking, 
that afflicts the American people when- 
ever you say the word “transportation,” 
comes into play. 

Not long ago, I saw the reciprocity 
regulations of Nebraska. The regula 
tion was that, if any commercial truck 
crossing Nebraska—I am speaking now 
only of commercial vehicles—neither 
picked up nor delivered loads in Ne- 
braska, it was entitled to use the roads 
of the state without charge. And 
I wondered what would have hap- 
pened if that same rule should apply to 
the railroads of Nebraska, because about 
60 per cent of the railroad business that 
moves across Nebraska neither starts nor 
stops in Nebraska. If you took 60 per 
cent of the railroad taxes out of the ex- 
chequer of the State and its counties 
and cities, there would be some mighty 
short school terms in most of that State. 
And yet it seems not to occur to people 
that what is being proposed is the same 
thing exactly in principle. 


Ferhaps the best way to get people 
to understand the effect upon railroads 
of our different and contradictory public 
policies as to transportation is to remind 
them of the story of one railroad, which 
in its history and in its present situation 
is typical. Once upon a time—although 
this is not a fairy story—there was a cer- 
tain. man with creative imagination, 
courage, capital and credit. Before him 
there was a wilderness of sand, palmetto 
scrub, alligators and Seminole Indians. 
So the man took the talents which he 
had so abundantly, and built into the 
wilderness a railroad. He took the 
world to the wilderness, and he took 
the products of the wilderness to the 
world. And the wilderness blossomed. 
In fact, it boomed. To keep up with 
the boom, the railroad expanded its 
plant, and added a double track—which 
incidentally is still necessary to meet de- 
mands during certain seasons of the year. 
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And just about the time that the rail- 
road finished spending the money that 
had to be spent to take care of the de- 
mands of the boom traffic, the boom 
blew up. And then the people, through 
their government, took the public tax 
monies to create what they called 
“cheap transportation.” All along one 
side of that railroad they built a canal, 
and at important points they built fine 
harbors, all provided and maintained at 
public expense and without charge to 
those who would use them—although 
the annual cost of these harbors and this 
canal considerably exceeds the “saving” 
in freight rates which they are supposed 
to bring about for certain favored ship- 
pers. 

Then they went to the other side of 
the railroad and built a motor highway 
which is used not only for general use 
but also by companies doing the same 
sort of thing the railroads are doing; 
hauling the business of others between 
cities—except that they are doing it on 
the public highway and railroads are 
doing it on tracks. 

Now the waterway was given as a 
free gift to the users of the waterway— 
but to the users of the highway it was 
not a gift. You can get up a great argu- 
ment as to whether there is enough 
paid for the use of the highways— 
but that is a matter to be determined 
some day on the basis of facts and con- 
dition as they exist in each state. 

Two states, Missouri and Illinois, 
have made such a study and have found 
under the conditions in their states that 
the users of their highways, and especial- 
ly the larger units, were failing by any- 
where from a quarter to three-quarters 
to pay as much as they should pay to 
meet fully the cost which their use of 


highways imposed. 


And over the top of the railroad they 
built an airway—with beacon lights, 
radio beams, lights and landing fields 
and airports all complete, all provided 
and maintained with public tax monies 
and open to practically free commercial 
use. In fact, the only sort of publicly 
financed and tax-supported transporta- 
tion way which they did not build—or 
at least had not at last accounts—was a 
subway under that railroad. 

And when the railroad, which not 
only had to keep up its own ways, but 
also to pay taxes to help out the other 
ways of transportation, quietly went into 
receivership, the people marveled there- 
at, and wondered what the matter might 
be. 
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One reason we still have private 
operation of railroads in the United 
States is that the rail method is so 
inherently efficient and economical that 
it can stand a lot of punishment and 
come back for more. It is the method 
that makes it possible to produce 
transportation of all kinds of freight, 
over all distances, in all weather, be- 
tween all stations on this continent, 
for an average revenue for hauling a 
ton a mile, of less than one cent. We 
do not have the cheapest rates on ali 
commodities between all 
course, but we have incomparably the 
cheapest average rates for transportation 
of a general sort, and we do it because 
of the unique combination of individual 
and mass transportation we are able to 
achieve on rails. 

Approximately 100,000 
freight are being loaded today, standing 
at nearly 100,000 different track loca- 
tions, which will be assembled tonight in 
long trains. They will be moved and 
spotted at about 100,000 other locations 
for unloading You 
there a combination of the convenience 
and flexibility of individually loaded and 
unloaded freight cars, with the economy 
of mass transportation in trains between 
stations. This railroad transportation is 
the foundation of commerce and agri- 
culture and life as it is on this continent. 

What is the state of that business to- 
day? It is in difficulties, of course. Near- 
ly a third of it is in receivership and 
the rest is not making very much; noth- 
ing like a fair return on any basis. But 
I am glad to be able to report to you 
one thing; that as far as its physical 
condition and ability to meet any de- 
mand put upon it is concerned, this 
tough old American railroad system is 
ready and able. 


stations, of 


carloads of 


tomorrow. have 


That is a question that we have been 
asked a lot recently because of the great 
public interest in national defense. We 
are asked, “But didn’t the railroads 
break down during the last war and have 
to be taken over by the Government ?” 
That is a proper question, and its answer 
is that the railroads did not break down 
as to transportation requirements; it was 
the unloading arrangements which broke 
down—not the transportation facilities. 
Because our ability to transport was 
greater than the capacity to receive and 
unload, we had thousands of cars loaded 
with freight waiting for somebody to 
take the stuff out of the cars. 

There was freight for ships that were 
not here, freight for plants that had not 
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been started, freight that ought not to 
have been put in the cars at all, and so 
on. Yet, under the law as it stood, we 
had to respect the Government priority 
orders. A question came finally, when 
as many as 85 per cent of the cars in 
the yard might have Government pri- 
ority tags on them, as to which priority 
had priority over all the other priorities. 

Railroads made mistakes and Gov- 
ernment made Both of us 
learned, and those mistakes will not be 
that with confidence. 
We have been working for more than 15 
years with the joint Army and Navy 
Munitions Board, the body created to 
plan the industrial 
power of this country, and have worked 


mistakes. 


repeated. I say 


mobilization of 


out a plan that is so very simple that 
our best planners perhaps don’t think 
it is a plan at all. It is just this: let the 
let freight 
We have 


not had a car shortage in this country in 


railroads run the railroads; 
move just as it always moves. 


We moved in each of 
eight consecutive years after the World 
War more freight than in the peak of 
the war itself; we moved more freight 


nearly 20 years. 


with fewer cars and with fewer locomo- 
tives, and nobody knew we were crowded 
—and we were not crowded, as a matter 
of fact. 

And we can do it Just let 
freight move in the ordinary course of 
movement, with the ordinary 


again. 


business 
man routing the freight, with no super- 
controls or Government operation; but 
let no freight get into the freight cars 
unless it can be unloaded at destination. 

You will find in the report of William 
G. McAdoo, war-time Director Gen- 
eral of Railroads, a statement I have no 
reason to doubt: that at the Hog Island 
Shipyard, 5,000 cars loaded with piling 
were held standing waiting to be un- 
loaded. “That won’t happen again, be- 
cause neither the railroads nor the Gov- 
ernment is going to let it happen again. 


“The Fifth Column in Private Enter- 
prise” is the subject I was talking about. 
It deals with the acts of some business- 
men; not their words—because there are 
none professing greater devotion to the 
The acts 
of those businessmen who have the Gov- 


principle of private enterprise. 


ernment provide transportation for them 
at less than cost, are the greatest single 
threat to the solvency and the future of 
our railroads as self-supporting, tax-pay- 
ing, privately owned and efficiently op- 
erated business enterprises. ‘The history 
of the past half century shows, too, that 


what happens to the railroads is of con- 
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cern to every other line of business—for 
whatever is done to railroads today is 
quite likely to be done to others to- 
morrow. 

But despite every threat, I think we 
are going to continue in our railroad 
systems as elsewhere this American indi- 
vidual way of getting things done. If 
we do, we need fear neither conscious 
nor unconscious Fifth Columnists-—we 
can defend this continent and our people 
against enemies both within and with- 
out. 


Walter C. Lang 


ALTER CHURCH LANG, 
controller and a director of the 
Electric Bond and Share Company for 
several years until his retirement a few 
months ago, died June 11 at his home 
in New York. He was 55 years old. 
At the time of his retirement on ac- 
count of illness); Mr. Lang was a mem- 
ber of the EEI Depreciation Commit- 
tee, and he had been active in Institute 
accounting committees for many years. 
He became associated with the Ameri- 
can Power and Light Company, which 
was part of the Electric Bond and Share 
system, in 1911 and was made its con- 
troller in 1929. 


director of many companies associated 


He was an officer and 


in the system. 
Utility Employees Save 
Aged Couple from Fire 
‘Two meter readers of the Connecticut 

Light and Power Company, 

O’Neill and John Saundry, 


courage and alertness recently when they 
put out a fire and rescued an aged cou- 


Eugene 
showed 


ple who were in danger of being trapped 
by the flames. 

The two utility employees were leav- 
ing the home of Mr. and Mrs. George 
H. Avery in Bethany when they heard 
Mrs. Avery shouting that the house was 
on fire. They found that Mr. Avery, 
a bedridden paralytic, had dropped a 
lighted match on a newspaper he was 
reading, igniting the bedclothing and 
mattress. O'Neill and Saundry quickly 
beat out the flames, which were already 
licking at the floor and the bedstead. 

Mrs. Avery, who is elderly and slight- 
ly deaf, expressed her deepest gratitude 
to the two meter readers. Because of 
her husband’s condition, she 
said, she would not have left him and, 
but for the prompt action of the utility 
employees, the fire might have resulted 
in Mr. Avery’s death and the destruc- 
tion of the house. 


helpless 


a1) 


- 


it 


d 
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Fifth Column Tactics in Original Cost and 
Depreciation Accounting 


By Samuel Ferguson 


President and Chairman of the Board, The Hartford Electric Light Company 


Address before the Fifth General Session of the Eighth Annual Convention of the 
Edison Electric Institute, Atlantic City, N. J., June 6, 1940 


T is quite common in some par- 
ticular line of endeavor for a pro- 
cedure to be adopted in furtherance 

of a desirable objective without a full 
realization of the attendant repercus- 
sions which may follow. It may even be 
thought in some cases that the attendant 
repercussions are the objectives actually 
sought under the camouflage of the os- 
tensible purpose—either by the respon- 
sible parties themselves or by others who 
keep discreetly hidden from view. 

In my brief remarks today I specifical- 
ly refute any implication that the corol- 
lary results which I propose to point out 
are the intent and objective of any regu- 
latory body today entrusted with the ad- 
ministration of the accounting systems 
pertaining to depreciation and original 
cost. If results, disastrous to the In- 
dustry (which are beginning to be evi- 
dent) were the objectives of any—such 
parties must be the ones who influenced, 
from behind the scenes, those who form- 
ulated the accounts pertaining to these 
two items. The only point I wish to 
make is this, that, whether it was by 
accident or intent, no surer way could 
have been devised to so cripple the In- 
dustry that eventually it would be un- 
able to expand and render the degree and 
quality of service which the public is 
entitled to demand; and thus to convert 
the public mind to an acceptance of a 
transfer of the Industry from private to 
governmental agencies. 


I believe all will agree that for neces- 
sary expansion and to maintain its fa- 
cilities up-to-date with the development 
of the art it is essential that the Industry 
shall be able to raise capital in very large 
amounts and that failure to do so will 
result in an endeavor to give service 
with inadequate and inefficient facilities. 
Further it is safe to assume that if in the 
future the securities of the operating 
companies now in the hands of investors 
should for any reason go sour then the 
flow of money for new securities to be 
issued by the Industry would cease— 
with consequent impairment of service. 
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I believe from my discussion of de- 
preciation and original cost accounting 
that you will see that the eventual results 
of the present treatment of both these 
subjects must be the lessening of the re- 
turn which can be distributed to security 
holders as interest and dividends, or as 
surplus to be retained in the property as 
a safeguard to both in time of adversity. 

First, discussing the subject of de- 
preciation: The Federal Power Commis- 
sion apparently has been persuaded to 
adopt certain rules and regulations by 
the argument that such regulations will 
result in adequately caring for deprecia- 
tion whereas the retirement reserve or 
other methods will not do so, as evi- 
denced by the average relative amounts 
of the reserves of companies following 
each of various methods. 

A recent Federal Power Commission 
study and release shows, for 1937 an 
average of a 20 per cent reserve in the 
case of companies accruing on a straight 
line basis as against approximately 10 
per cent for companies accruing on all 
other bases. Similarly Mr. A. R. Col- 
bert, in his address entitled ‘Benefits of 
Sound Depreciation Practice” (before 


the Third National Accounting Confer- 
ence of the Edison Electric Institute in 
Chicago on November 15, 1939) shows 
the beneficial effect on the financial con- 
dition of companies using what is termed 
depreciation accounting. But in neither 
case is it pointed out that it is only the 
adequacy of the amount of the reserve 
rather than the method of accounting 
which is the important factor. The very 
fact that many companies in the Com- 
mission “horrible example average” have 
as large or larger reserves than the com- 
mended average, shows that some in- 
fluence other than method is responsible 
for the results. 

It must be admitted at the outset that 
the leeway inherent to the lack of some 
rigid guiding formula to cover the nec- 
essary preparation to meet inevitable de- 
preciation, has in many instances in the 
past been abused and that sums of money 
which should have gone into reserves 
have been paid out in dividends. In 
most of such cases so-called retirement 
accounting had been in vogue so that it 
is no particular wonder that this method 
has fallen into disrepute and has been 
held responsible, when the actual trouble 
lay in the abuse of the method rather 
than in its underlying principle. 


In any case, the Federal Power Com- 
mission is properly exercised that there 
should be so many companies with re- 
serves so palpably inadequate and the 
adoption in their accounting system of 
what is to all intents and purposes the 
straight line theory of depreciation ac- 
counting is directed toward compelling 
an improvement in this respect. With 
this objective I have no quarrel and only 
commendation but the method and defi- 
nitions used are to my mind illogical, 
unsound and destructive. This I may 
not be able to conclusively prove in the 
short time at my disposal but at least I 
can raise points which, if given further 
study, will lead to the same conclusion 
that I have reached. 

Starting with the Supreme Court defi- 
nition of depreciation, to which I think 
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there is general agreement, it stated in 
Lindheimer vs. Illinois Bell Telephone 
Company 292, U.S. 151— 


“Broadly speaking, depreciation is the loss 
not restored by current maintenance which is 
due to all the factors causing the ultimate 
retirement of the property. These factors 
embrace wear or tear, decay, inadequacy and 
obsolescence. 


“Annual depreciation is the loss which 
takes place in a year.” Let us first com- 
pare this with certain definitions and cap- 
tions in the Federal Power Commission 
accounting order. On page 5, Section 13 
is stated: 

“Depreciation, as applied to depreciable 
electric plant, means the loss in service value 
not restored by current maintenance, in- 
curred in connection with the consumption o1 
prospective retirement of electric plant in the 
course of service from causes which are 
known to be in current operation and against 
which the utility is not protected by insur- 
ance. Among the causes to be given con- 
sideration are wear and tear, decay, action 
of the elements, inadequacy, obsolescence, 
changes in the art, changes in demand and 
requirements of public authorities.” 

] call to your attention the limiting 
“loss — from 
which the utility is not protected by in- 

How can insurance prevent 
deterioration or destruction? 
All it can do is to compensate for loss 


words causes — against 
surance.” 


property 


when it occurs. If a piece of property is 
destroyed by fire, for instance, it has to 
be withdrawn from the 
count in exactly the same way as though 
its elimination were due to wear and 
tear—the only difference being the ap- 
pearance in the cash account of a bal- 
ancing item of equal size. This definition 
obviously contradicts the Court which 
says “all factors causing the ultimate re- 
tirement of the property.” 

Next note the qualification— ‘known 
to be in current operation.” “The Court, 
as well as common sense, says “all the 
Does this qualification mean 
to exclude as causes, floods, ice storms, 
hurricanes, earthquakes, fires, etc.—in 
spite of the broad cause recited later as 
“action of the elements?” 


property ac- 


tactors.” 


It has been said that preparation to 
meet such causes should be by 
cumulation of surpluses, but a surplus, 
since it can be distributed to stockholders, 
is not a sure safeguard for continuity of 
service in the interest of the customer. 
Customer interest requires that his pro- 
tection should not be 
dividends and hence Commission rather 
than exclusively managerial control is 
essential. 

On Page 11, Section 10— it is stated: 


the ac- 


distributable as 


“Each utility shall record as of the end 
of each month the estimated amount of de- 
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preciation accrued during that month on de- 
preciable utility plant.” 

This is a most important statement. 
Please note that it does not say “amount 
of accrual against depreciation” — but 
specifically recites it to be the loss which 
has taken place during the month. This 
forces an admission of lessened property 
will be 
later when you try to object to the de- 


value which used against you 
duction of your reserve from plant value 
in fixing a rate base. Also it specifically 
states that this expense item has nothing 
in it as to provision for future deprecia- 
tion (such as inadequacy, changes in re- 
quirements of public authorities etc,) 
which in fact has not as yet occurred but 
which will or 


may occur in the future 


to a greater or lesser extent. 

1 have tried to be particular when 
signing our reports to the Federal Power 
Commission to that 
covering the charges to expense for de- 


state these entries 
preciation are far larger than the de- 
preciation which has taken place during 
the accounting period. 

Just now I contrasted depreciation 
which has in fact taken place at a given 
time with that which will or may take 
place at some future date. To my mind 
it is the to make this 
differentiation which has led to the 


and 


failure obvious 


contusion disagreement on 


the subject. 


present 


In the so-called depreciation account- 


ing as contrasted with retirement ac- 


counting, a certain specific life is as- 
sumed for each separate piece of plant. 


It is further assumed that as a conse- 


quence the quotient of “cost less salvage”’ 


divided by “years of life’’ is equal to an- 


nual depreciation regardless of when or 
why the property is eventually retired. 

It is possible that a reasonably correct 
figure could be fixed for life if the only 


causes for retirement were wear and 


tear or the gradual action of the ele 


ments. It is, however, preposterous to 


assume that we can know long in ad- 


vance how soon new inventions will 


make obsolete what we have; or how 


long before pole lines must be taken 
down because of highway widening or 
because the town has grown into a city 
which by ordinance requires  under- 
ground construction or when and how 
hurricane, 
if the 
service rendered by our companies is not 


will be visited by 


earthquake, 


often we 
ce Storm, CEC. Yet 


to be impaired, advance preparation 


must be made to meet such events to the 
extent that the best of managerial judg- 


ment may direct. Further, because such 
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preparation is primarily permitted and 
required in the rendering 
proper service to the customer, any error 
of judgment should be on the side of too 


interest of 


large rather than too small reserves. 

Because absolute duration of life can 
be known only in retrospect and not in 
advance, life tables based on past history 
have been substituted for prevision and 
the assumption is made that these past 
figures will also apply to the future. 
This might be so if conditions remained 
the same but in an industry which had 
developed from nothing in the short 
space of fifty years, with one invention 
quickly superseding its predecessor and 
with the service changing from that of 
a luxury for a few to a universal neces- 
sity it is obvious that history will not 
repeat itself. 

For many years our volume doubled 
every five years. This is far faster than 
today’s rate of progress and while there 
is no way of knowing how nearly we 
have reached maturity we are perfectly 
sure that the rapid growth taking place 
during the period from infancy to ado- 
lescence is gone forever and that tables 
of plant lives based on the history of 
this period are of no use whatever except 
as most general guides for judgment. To 
use the figures of the past as facts in our 
accounts Is to my mind very like taking 
infinite pains in drawing the coast line 
on a chart and then locating the points 
In both 
cases disastrous results are sure to fol- 


of the compass by guesswork. 


low. 


A very plausible but fallacious argu- 
ment for depreciation charges based on 
life tables is developed from the obvious 
fact that all property is eventually used 
up in service or at least is eventually 
discarded ; and that a boiler is consumed, 
though at a slower rate, just as truly as 
is the fuel burnt therein. From this 
statement (with which all must agree) 
it is claimed that therefore 
salvage” divided by “life” represents the 
annual consumption of the boiler; and, 
since the life of the particular boiler is 
not known, that life table figures com- 
piled from past experience should be used 
with appropriate 


“cost less 


revisions as life ex- 
pectancy is approached. We must agree 
that this in itself is not so very greatly 
to be criticized, nor do | criticize the ac- 
companying that all! 
pieces of property retired should be paid 
for by 


pronouncement 


those customers who have used 


them rather than to permit future cus- 
tomers to be burdened with dead horses. 
But where we part company is on the 
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claimed conclusion that in order to bring 
this to pass it is necessary that each piece 
of property shall be depreciated, with 
corresponding annual charges to expense, 
proportionately according to its assumed 
life expectancy. To me it seems self-evi- 
dent that so long as a reserve, no matter 
how accumulated, is of sufficient size to 
care for all retirements and still stay in 
the black without being wholly depleted, 
then the property or properties retired 
have in fact been paid for by past users 
out of funds provided by them for the 
purpose, and that such retirements are 
not a burden on future users. Even if 
the drain on the reserve is, on infrequent 
occasions, so heavy as to require its com- 
plete depletion, future customers in 
building it up again to its predetermined 
percentage relation to the property do 
no more than was done originally by 


past users. 


It we keep clearly in mind the single 
fact that we must not only provide a 
reserve against depreciation which has 
in fact at any time taken place, but also 
must provide against what may for 
various reasons occur in the future, then 
these differences of opinion caused by 
failure to look at the question frankly 
and with open mind will disappear. 

If the reserve in its entirety does not 
represent present loss in value but is 
largely a provision against loss which 
may or will occur in the future then of 
course there is no validity in the claim 
that it should be wholly deducted as 
existing depreciation, or loss in value, in 
determining a rate base. 

Much has been made of the claim for 
consistency — namely, that companies 
should admit that their properties had 
depreciated to the same amounts as they 
had charged to expense for depreciation. 
But there is no inconsistency whatever 
in denying as existing depreciation such 
sums as they had charged to expense and 
credited to depreciation reserve in order 
to provide for future depreciation. The 
apparent inconsistency comes only from 
the before-quoted untrue definition of 
the Federal Power Commission that the 
amounts so charged to expense represent 
“the amount of depreciation which ac- 
crued during the accounting period.” If 
only the accrued amount of loss had been 
accumulated in the reserve many of such 
reserves as are now criticized as small, 
would in fact be too large—as by far 
the greater part of the necessary annual 
accretions are to care for future possible 
happenings rather than representing ex- 
isting actualities. 
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There is however still one other argu- 
ment for deducting the reserve but it is 
one which is more frankly based on the 
theory that there is a legal or equitable 
basis for the principle of amortization 
of original investment. I refer to the 
fact that the customer has provided the 
reserve in advance of the need for same. 
1 admit a customer equity in the reserve 
which equity should be liquidated by al- 
lowing out of profits (rather than as a 
charge to expense) such accretions as the 
fund could earn if instead of being bor- 
rowed by the company for plant exten- 
sion it had been invested in trust fund 
securities of the maximum degree of 
safety and the required degree of liquid- 
itv. The Company is in effect a trustee 
of these funds in the interest of the cus- 
tomer and in no sense does the fund rep- 
resent a reimbursement to investors of 
their initial contributions. 

There are many rulings which pre- 
clude any possibility of considering the 
reserves as distributable to the investor. 
They must be maintained intact for the 
benefit of the customer. 

The industry has however, been just 
as much at fault in denying all customer 
equity as have those who advocate the 
amortization of investment under the 
guise of depreciation. 

I reject therefore the theory that a re- 
serve whether accumulated by the 
straight line or any other method repre- 
sents existing depreciation; and I reject 
the corollary that, either for the sake 
of consistency or as representing loss of 
value or because provided by the cus- 
tomer, it should be deducted in determin- 
ing a rate base since to do so is in effect 
nothing but a compulsory amortization 
of principal under the camouflage of de- 
preciation. 


I have not touched on depreciation 
from income tax point of view because 
it is wholly immaterial. The Treasury 
has made certain rules by which taxable 
profits shall be defined, These rules are 
wholly arbitrary and not based either 
on law or on facts but they are generally 
accepted without controversy because the 
need of some formula for purposes of 
taxation is commonly conceded to be 
desirable. 

The situation relative to original cost 
accounting has many _ characteristics 
which similarly point to the eventual 
lowering of the amount of allowable 
earned return available for the payment 
of dividends and interest; and just as 
in the case of the lowering of return due 
to amortization of plant under the guise 
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of depreciation, the ultimate result to be 
feared is a lessening of public interest in 
the Industry as a desirable medium of 
investment especially as to providing 
equity money. 

It is required under Federal Power 
Commission accounting orders as well 
as under similar orders of many State 
Commissions that the books shall show 
under its Plant Account, two subac- 
counts under the captions of: 

# 100-1—Utility Plant in Service 
# 100-5—Utility Plant Acquisition Adjustments 

The first of these subaccounts is to 
show the original cost of the property 
(estimated if not known); and the 
second, the amounts paid by the acquir- 
ing company in excess of original cost. 

Original cost is further defined as 
meaning “the cost of such property to 
the person first devoting it to public ser- 
vice. 


Under these accounting orders the In- 
dustry is at present engaged in the very 
expensive undertaking of searching out 
original costs and_ reclassifying their 
property accounts. Just how many mil- 
lions or hundreds of millions of dollars 
this work will add to the cost of render- 
ing electric service there is no way of 
telling at the present time but a similar 
task assigned to the Railroads in 1913 
cost them approximately two hundred 
millions of dollars without appreciable 
benefit to anyone. It may be that in this 
case the knowledge obtained will be of 
value commensurate with the cost and 
for this reason, as well as because it is 
the regulatory bodies who assume the 
responsibility for causing the companies 
to thus add to their costs of rendering 
the Industry has not resisted, 
but generally is proceeding with the 





service 


work of reclassifying past history. 

If the proposed accounting had ap- 
plied only to the future I believe that 
there would be a very general agreement 
as to the desirability that a company’s 
books of account should show in some 
way both the total cost to the acquiring 
company and the original cost of the 
property. Obviously, not only the regu- 
latory authorities but also investors in a 
company’s securities are interested in 
having an opportunity to form a judg- 
ment as to whether or not the existing 
management is following a conservative 
policy relative to acquisitions. The 
analysis of past history will, it is true, 
disclose instances where past manage- 
ments went high, wide and handsome 
in paying prices beyond all reason, and 
may in some cases reveal actual dis- 
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honesty in sales between subsidiaries for 
the sake of an apparent justification for 
increases in plant accounts—but to what 
purpose! Instances of unjustifiable pay- 
ments whether unwise or fraudulent 
could just as well be exposed in the 
course of the determination of a proper 
rate base during rate investigations in 
specific cases without inflicting the ex- 
pense of reclassification on the whole 
industry, and the passing of judgment 
on the conservatism or the reverse of the 
managements which existed in the long 
past hectic period of mergers and con- 
solidations can hardly be more than an 
academic pastime. 

The objection of the Industry to this 
accounting is, however, not directed 
towards the existence of these two ac- 
counts nor to the proper use of same but 
to the obvious intent that the “‘adjust- 
ment” account, as its name _ indicates, 
should be written off the books and 
eventually should not be permitted to 
appear in the rate base. That their fears 
are not imaginary may be seen from the 
following quotations from the account- 
ing order of the Federal Power Com- 
mission and from at least one decision* 
in which the rates permitted were based 
upon “original cost.” 

“PLANT ACCOUNTS 100-5 ELECTRIC 
PLANT ACQUISITION ADJUSTMENTS: 
Paragraph (c). 

The amounts recorded in this account with 
respect to each property acquisition shall be 
depreciated, amortized or otherwise disposed 


of as the Commission may approve or 
direct.” 


And 

“PLANT ACCOUNT 505—AMORTIZA- 
TION OF ELECTRIC PLANT ACQUISI- 
TION ADJUSTMENTS. 

This accourt shall be debited or credited 
as the case may be with amounts includible 
in operating revenue deduction for the pur- 
pose of providing for the extinguishment of 
the amount in Account 100-5, pursuant to 
approval or order of the Commission.” 


From these extracts it is apparent that 
it is the obvious intent that the amount 
of acquisition cost must eventually be 
written off. This will leave recorded on 
the books and balance sheets not the 
proper accounting figures of “cost to the 
reporting company” but only a figure or 
estimate of cost to some predecessor 
company which may be many times re- 
moved through mergers, reorganizations, 
etc. 


The writing off of this figure even 
without regard to its status in a rate case 
is so definitely bad accounting that it is 
reasonable to suppose that it is called 


*F. P. C.-Re Interstate Power Co. 
1T-5485. 


Docket 
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for from some ulterior motive, which 
motive in spite of the partial disclaimer 
of a later order, would seem to be its 
effect on the future determination of a 
rate base. A partial disavowal of such 
intent is contained in Order 42-A of the 
Federal Power Commission, July 11, 
1939, Paragraph F, to the effect: 

“Disposition of amounts in Electric Plant 
Acquisition Adjustment Accounts, as above 
directed, is for accounting purposes only and 
such disposition shall not be construed as de- 
termining or controlling the consideration to 
be accorded these items in rate or other pro- 
ceedings nor shall anything contained herein 
prevent the Commission from subsequently 
ordering the amounts to be charged directly 
to surplus or from modifying the adopted 
amortization period.” 

Even if the elimination of this item 
from the books is for “accounting pur- 
poses only” we all understand the utter 
impossibility of obtaining in a rate case 
the arbitrary addition to the rate base of 
millions of dollars not even shown on 
the books of the companies. 

I like to look at the question from a 
commonsense point of view. 


In any rate case, this item should be 
disallowed if fraudulent or if so great 
as to deprive the acquired territory of all 
the benefits arising from the transaction. 
But if the company can show that the 
acquired territory benefited in quality 
or price of service at the time of acquisi- 
tion to an extent that was the equivalent 
of a reasonable return on acquisition 
cost then the retention of the latter in 
the rate base is no more than a fifty-fifty 
division between Company and user of 
the benefits created by the transaction. 
To forbid a reasonable return on acquisi- 
tion cost in such a case is to ‘require that 
in all mergers, purchases, etc., the entire 
benefit must go to the users in the ac- 
quired territory and none to the stock- 
holders or customers of the acquiring 
company. 

Any fair analysis of the relation be- 
tween ‘‘acquisition costs” and “benefits 
to users” in the case of many companies 
—such as the Electric Bond & Share or 
Commonwealth & Southern among 
others—will show a great preponderance 
of benefit to customers of the acquired 
company which surely justifies the reten- 
tion of the acquisition cost in any rate 
base at least to the extent, in each case, 
that the fair return on same shall not ex- 
ceed the benefits to the acquired users. 
On the other hand, it is desirable that 
this claim for consideration be made 
openly rather than to have it concealed 
in the Fixed Capital account without 
any differentiation being recorded be- 
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tween its character and that of construc- 
tion costs. 

The effect of denying this common- 
sense view of an equitable division of 
benefits will be to take away all incen- 
tive for desirable integrations and will 
greatly increase the difficulties in carry- 
ing out the objectives of the Holding 
Company Act. 

Let me illustrate from an actual case: 

Last summer a holding company de- 
siring to divest itself of a Connecticut 
rural company offered to sell it to us at 
a price approximately double original 
cost—on which original cost it was earn- 
ing only a reasonable return, Since the 
territory adjoined territory of the same 
character already served by us, we could 
greatly improve and reduce the cost of 
service. 


We considered the price fair from the 
seller’s point of view because if he gave 
up the reasonable return which he was 
earning on the investment in plant, he 
must—under today’s investment condi- 
tions—receive approximately twice orig- 
inal cost in order to maintain the same 
income. Certainly he was under no ob- 
ligation to sell the company at a price 
that would reduce the income that he 
was legitimately earning. 

We considered the price fair from our 
point of view because we also could earn 
a reasonable return upon it and at the 
same time improve service and reduce 
rates to the customers to be acquired. 

However, on account of the clear im- 
plication in the Federal Power Commis- 
sion’s accounting system that if adopted 
by the various states eventually our 
stockholders might be allowed a reason- 
able return on only one-half of the 
money they must invest in this property, 
the transaction was declined. As a con- 
sequence, the public of the territory in 
question is left with poor service and 
high rates—a most unfortunate result. 

The most charitable explanation for 
the principle leading to this unfortunate 
result (and the similar results that must 
follow elsewhere) is to attribute the de- 
velopment of the theory of original cost 
to the desire of theorists to prevent a 
repetition of former isolated abuses by 
putting the whole industry in a strait- 
jacket. To me this seems very like a 
proposal to prohibit pocket knives be- 
cause sometimes they cut your finger. 

I cannot believe that the results which 
I have pointed out can be the conscious 
objective of the Federal Power Commis- 
sion or of other Commissions. Something 

(Continued on page 290) 
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The Danger in Uniform Accounting 


By C. L. Campbell 


President, The Connecticut Light and Power Company, Hartford, Conn. 


Address before the First Session of the Eighth Annual Convention of the 
Edison Electric Institute, Atlantic City, N. J., June 4, 1940 


OMEONE might well ask—what 
possible danger could there be in 
uniform accounting. Well, of 

course, there really isn’t any if the mat- 
ter is approached from a sensible angle. 
I don’t object to a uniform system of 
accounting for use by the utilities 
throughout the entire country, modified, 
of course, here and there to meet local 
conditions, but I do object to the notion 
that every utility company all over this 
country should be required to keep such 
a large number of accounts, and to the 
doctrine that each one of those accounts 
is essential to uniformity. That is uni- 
formity run to seed. 

In Connecticut, the subject is now be- 
ing considered as to whether or not the 
Commission should prescribe a new sys- 
tem of accounts. Of course, the urge is 
to adopt the N.A.R.U.C. classification 
of accounts, lock, stock and barrel. I am 
not going to discuss the very many errors, 
unsound principles and absurd doctrines 
and the efforts to usurp the functions of 
management that are embodied in this 
N.A.R.U.C. classification of accounts 
because those matters are being properly 
and well handled by the accounting com- 
mittee of the Institute. However, | 
am not at all sure that this committee 
has had the proper and forceful backing 
of the executives of the companies that 
their work and the importance of the 
subjects that they are dealing with justi- 


fies. 


‘Today I want to confine myself to the 
subject of simplicity of accounting and 
the cost and burden on the public of the 
elaborate uniform systems of accounts 
imposed like a wet blanket on the indus- 
try by the regulatory commissions. I am 
going to discuss the need for adopting a 
simple system of accounts which should 
be uniform, but which the various com- 
panies can expand to whatever extent 
their particular management may find is 
necessary to meet their individual situ- 
ation. 

I am inclined to believe that part of the 
trouble in this matter lies in the fact that 
the accountants have had too much to do 
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with the drafting and preparation of 
these systems, particularly the operating 
expense accounts. They have not in- 
sisted that the regulatory commissions 
state why they need all the accounts that 
they are prescribing—what useful func- 
tion the many accounts perform—to 
what extent they will enable the com- 
panies to be better regulated in the in- 
terests of the public or more economical- 
ly operated. I realize the difficulties of 
getting commissions to make concrete 
statements about this. matter. I have 
asked these same questions many times of 
commissions and I get nothing but an 
evasive answer and as soon as one of the 
commissions adopt it then the answer is 
“Oh well, we want to be uniform.” 
That, of course, is no reason at all. That 
is just an excuse. I want to say a word 
here about my statement that the accoun- 
tants had too much to do with these ac- 
counting systems. I myself am an accoun- 
tant. It is in that end of the business 
that I grew up and had most of my ex- 
perience, so I speak with a very sympa- 
thetic attitude toward the accountant 
and, I think, with a full realization of 
their weaknesses. 

My company is a small one from a na- 
tional standpoint, although we happen to 


be the largest company in Connecticut. 
We are a combination gas and electric 
company and in speaking of the large 
number of accounts I am referring to 
both industries. 

About ten years ago at a meeting of 
our department heads, reference was 
made to some figures in what we call 
our monthly report which consisted, at 
that time, of about 140 pages. Some 
official in the operating department, for 
whose benefit most of these pages were 
prepared, said that the report was just 
an accounting department report gotten 
up by the accountants and that he never 
made any use of it. Well, as it cost us 
a substantial sum of money to prepare 
the information and furnish it to the 
officials in question, it started me think- 
ing and I found that from the point of 
view of controlling expenses, our people 
made little or no use of the then classi- 
fication of accounts which contained for 
gas and electric companies 507 accounts. 
They were meaningless they said. Final- 
ly I asked the operating department to 
tell me just what information they need- 
ed each month of each year in order 
to control expenses. I told them that 
the function of the accounting depart- 
ment with respect to this matter was 
merely to furnish to the operating de- 
partment the information that the operat- 
ing department felt it needed, perhaps be- 
ing of some assistance in coming to a con- 
clusion as to what they did need! To 
make a long story short, as a result of 
this discussion, we devised for our com- 
pany a set of accounts which contained 
for our combined gas and electric com- 
pany 277 accounts. The reduction was 
principally in the operating expense ac- 
counts, and since then we have been fur- 
nishing those accounts and only those 
accounts to our operating department. 


They have been adequate for the pur- 
pose, and resulted in reducing the 
monthly report from 140 pages to 50 
pages, and the number of accounts kept 
from 507 to 277. They have furnished 
what our operating department say is all 
they need to adequately control the ex- 
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penses. This includes the accounting de- 
partment and general expenses as well. 
In addition to that, we have had to con- 
tinue to keep the operating expense ac- 
counts prescribed by the old uniform 
system of accounts and the only use any- 
body ever makes of them is to use the 
recorded figures to fill in the blanks 
furnished us by our commission. As far 
as the public is concerned and as far as 
the company management is concerned, 
it is just a pure waste of time and a 
wasteful expenditure. 

At the moment we are confronted 
with the proposition of a new classifica- 
tion of accounts which will contain 772 
accounts for gas and electric companies. 
You will notice that this is 95 accounts 
more than we feel is necessary for our 
purpose and it is 265 accounts more than 
the old system called for. I have yet to 
tind one person who has been able to 
set forth any use to which all those ad- 
ditional accounts can be put for regu- 
latory purposes. The only answer I get 
as to why they should be adopted is so 
that we'll all be uniform. In other 
words, a mistake having been made in 
the past the view is taken that every- 
body else shall continue to make the 
same mistake so we'll all be in step. 


| wish to again repeat, because I feel 
the figures warrant repetition, that the 
old N.A.R.U.C. 
contained 507 accounts. The new 
N.A.R.U.C. system of acounts contains 
772 accounts. 
that we have. devised and feel is satis- 


factory for our purpose contains 277 


system of accounts 


The system of accounts 


acounts, which figure is +95 less than 
the number of accounts contained in 
the new uniform system. It is my firm 
belief that the accounts used by my 
company will meet any and all regula 
tory requirements. 
quirement of keeping these additional 


The mandatory re- 


accounts over and above what we feel 
is necessary for our purpose represents, 
in my opinion, an accounting refinement 
the usefulness of which I challenge any- 
one to prove. Keeping these accounts 
serves no useful purpose and is of no 
value to the company, the commissions 
or the courts. 

Now I am not attempting to say that 
the system devised by my company 
would fit every other company. But | 
do believe that every company can de- 
vise a system which would not only 
meet the needs of its own management 
but, in addition, would provide sufficient 
information for the regulatory commis- 
sion. 
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There are two essential reasons for 
any accounting system: 

1) To provide necessary information 
for regulatory purposes; 

2) To provide necessary information 
for the proper operation of the company. 

Those are the only reasons for any ac- 


counting system. Such a system when 


devised should be*as simple as possible, 
free from complexity, easy to under- 
stand, inexpensive to inaugurate and 
maintain. Any system of accounts which 
goes bevond the two objectives referred 
to above, and as a result imposes addi- 
tional expense on the companies, is an 
unnecessary and needless tax which in 
the end must be paid for by the con- 
sumers of electricity, and to the extent 
that it is unnecessary and unduly ex- 
pensive it prevents rate reductions. | 
cannot believe that the complexity of 
the present system of accounts is due 
I have no 
doubt that we ourselves have contributed 


entirely to regulatory needs. 


to this situation. As a practical sugges- 
tion for correcting this, | propose that 
the regulatory bodies should first deter- 
mine and show what information is nec- 
essary for the purposes of regulation. 
The number of accounts which they 
would require would, it seems to me, be 
very few as far as the operating expenses 
are concerned. Probably what we call 
our major 
vided 


maintenance, 


functions—production,  di- 
perhaps between operation and 
transmission, distribution 


and so on—those general headings. 
Adopt that as a uniform system and 
make it mandatory upon all companies 
to keep those accounts. Then permit 
each company to subdivide those manda- 
tory accounts to whatever degree the 
management of that company believes 
is necessary for its particular purpose. 
You will get, in this manner, uniformity 
to the full extent that you can make 
any use of it, while you will not impose 
upon every company the burden of keep- 
ing accounts that it makes no use of, 
and which the commission makes no use 
of, because that simply means a waste 


of money. 


1 perhaps will agree that it is desirable 
to have uniformity throughout the coun 
try on the cost of steam production, 
hydro production, transmission and dis 
tribution and that comparisons between 
different companies, whether in the same 
or different parts of the country in those 
matters might serve some useful pur- 
pose, but I respectfully submit that no 
useful comparison can ever be made- 


of the 


to pick any account at random 
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Account No. 780.2—Credit Investiga- 
tions and Records. Would any com- 
mission anywhere ever attempt to make 
such a comparison between different 
companies in different states? Or would 
any operator of any company ever at- 
tempt to make such a comparison of such 
a detailed item with his neighbor? I 
think the answer is no. Now it may 
well be that this particular account is 
a good one to keep for purposes of man- 
agement, but certainly not for purposes 
of regulation. 


On the other hand, certain manage- 
ments may conclude that they don’t need 
to keep such an account. As a matter 
of fact, there is too much refinement in 
accounting systems today. In the very 
large companies a greater degree of re- 
finement is doubtless necessary because 
How- 
ever, for many of the smaller companies 
the volume is so small that to break it 
down the way the uniform systems of 
accounts require us to do is absurd. In 
the first place, the recorded result is 
quite often nothing more or less than 
an estimate, and an estimate is, after all 
merely an expression of opinion. Cer- 
tainly I am not willingly going to make 
a lot of comparisons of figures, which 


of the volume of expenditures. 


are merely the expressions of opinion of 
someone and the opinions may not be 
worth the paper they are written on 
and generally are not. 

I will admit that at one time | 
thought there was a great deal to this 
idea of national uniform detailed sys- 
tems of accounts and in 1922 when the 
so-called old classification of accounts 
was adopted, I had visions of being able 
to compare our results with those in 
other parts of the country. But I quick- 
ly became disillusioned. I found that 
such comparisons were no good. The 
conditions in the other parts of the coun- 
try differed so much that you couldn’t 
vet any yardsticks (I use the word ad- 
visedly) that were of much value, so, 
as a matter of practice, we didn’t com- 
pare our accounts in any great detail 
with results elsewhere, and on the few 
occasions we tried to do so, the com- 
parison was valueless. 

The argument is advanced that in- 
vestors ought to be able to set up one 


company’s statements against those from 
another part of the country and, there- 
fore, the accounts should be uniform. 
As a matter of fact, investors don’t do 
so except in a very rough and general 
way, and when they attempt to do so 
they generally get misleading results and 





va ners anetices 











orem 











June, 1940 


have to go to the individual companies 
for explanations and facts concerning 
the territory, the character of the busi- 
ness, the method of operations, etc., as 
a result of which they generally throw 
to one side the comparisons they have 
attempted to make of the accounts. In 
no case is any attempt made to compare 
details. “The only comparisons which are 
ever attempted are of the income state- 
ment, balance sheet, etc. 

When you couple with this the fact 
that an enormous amount of information 
is required to be filed with the SEC be- 
fore securities may be sold publicly, it 
makes it quite unnecessary, it seems to 
me, to concern ourselves with any com- 
parisons from the investors’ standpoint. 
If the investor is not satisfied with the 
amount of information that he can ob 
tain from the files of the SEC, then | 
don’t believe such a person ever could 
be satisfied. An effort has been made 
by the SEC to satisfy the most insatia- 
ble curiosity on the part of an investor. 
Whether it has furnished better protec- 
tion to the investor may be a matter of 
doubt. This is not the place nor am | 
prepared to discuss that phase of the 
question, 

Some of you may think I am making a 
yreat to-do here about a minor matter. 
Well, perhaps I am, but as you can well 
imagine from my name, I’m Scotch, and 
wasteful expenditure of any sum of 
never a minor matter to a 
Scotchman. That a substantial part of 


money is 


the cost of the companies is chargeable 
Mr. 
Kellogg, the president of the Institute, 
in an address before the American Gas 
Association at White Sulphur Springs 
on April 12, said that it had been esti- 
mated that as many as 15 to 20 per cent 
of all utility employees are engaged in 


to acounting is well recognized. 


I wonder how 
many of us realize that. If it is correct, 
or even only approximately correct, it 
offers a splendid opportunity for us to 


accounting work alone. 


expenditure of 
money. But unfortunately, management 
is practically prevented from doing so 


save some wasteful 


because of the insistence of these regu- 
latory commissions upon this great elab- 
oration of detailed accounting. I would 
like to see our industry stress this point. 
‘Talk about it to the public. Let the 
public understand that part of the rea- 
son why they have to pay some of the 
rates that they are always complaining 
about is because of the cost imposed 
upon the companies by regulatory com- 
missions in keeping and following an 
elaborate system of accounts that is of 
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little or no value to God, Man or the 
Devil. 

I believe the courts take the view 
that it is not within their province to 
review an accounting order of a regula- 
tory commission to determine whether 
or not it conforms to the court’s view 
as to what constitutes a proper, efficient 
or practical accounting method, nor in 
combatting a proposed change to show 
that the proposed system is unwise ot 
inferior to another in certain respects. 
However, I believe the courts have said 
that they will decide whether or not 
an accounting order is entirely at odds 
with the fundamental principles of cor- 
rect accounting as to indicate an abuse 
of power on the part of the commission 
or to indicate the expression of a whim 
rather than the exercise of sound regula- 
tory judgment. I believe the courts will, 
at all times, consider the question of 
any order issued by a commission if it 
is found to place an undue and unrea- 
sonable burden on the companies. 

1 believe, therefore, that we could 
show that the cost of inaugurating and 
maintaining the new system of accounts 
is highly expensive, that it serves no use- 
ful purpose, and that if we can show 
that, then the courts are bound to take 
these facts into consideration and furnish 
relief. If I remember 
rightly, the courts held that on the ques- 
tion of determining original cost they 


the necessary 


would not upset the commission’s regu- 
lation requiring that the “Utility Plant 
Acquisition Adjustment Account” be 
kept, but intimated that if the commis- 
sion ordered the company to write off 
any amounts included in this account, 
then the company might claim damage, 
but until such an order has been issued 
resulting in damage, they could not ap- 
ply to the courts for relief. My point 
is that the commissions, when they order 
these elaborate systems of accounts, do 
damage the company by imposing upon 
unreasonable ex 
pense, and that we ought to be able to 
But whether 


it unnecessary and 


vet relief from the courts. 
we can get relief from the courts o1 
not, we certainly ought, on every pos- 
sible occasion, on every bill that is issued 
to the customer, every annual report or 
periodic statement that is issued by the 
company refer to the fact that the sys- 
tem of accounts Is an unnecessary and 
costly thing, and in the end must be 
paid for by the customers. 

I am not against a system of uniform 
accounts. | am against the present jum- 
ble of so-called uniform accounts. In 
correcting this situation, we must stress 
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the fact that the various interests of the 
investor, the customer and the employee 
prohibits the expenditure of even one 
dollar that is not productive of economic 
good. We are wasting against our will, 
and this waste very definitely affects our 
rates. Our customers, our investors and 
our employees will recognize that waste 
if we bring it to their attention. Cus- 
tomers will see immediately that their 
rates could be reduced even more with 
that wasteful accounting eliminated. 

It is going to be very difficult to 
arouse much interest in the public on 
the questions of depreciation, etc.; no- 
body understands that anyway. But you 
can get them interested in. the question 
of unnecessary costs imposed by regula- 
tion which the customers in the end 
must pay for. If such widespread inter- 
est can be so aroused the commissions 
are much more apt to give way not only 
on this question of simplicity of accounts, 
but also on the vastly more important 
questions of depreciation, etc., that are 
now being discussed with the commis- 
sion. 

Let us inform the 
customers who pay for wasteful account- 
make realize that 
regulation is going beyond its purpose 
when it insists on having a multitude of 
accounts which fail to accomplish any 


Let us speak up. 


ing. Let us them 


regulatory or operating purpose. 


Frank M. Kerr 


RANK AI. KERR, honorary presi- 

dent of the Montana Power Com- 
pany, and for half a century the leading 
figure in the light and power industry in 
Montana, died suddenly at Rochester, 
Minn., on May 17, at the age of 71. 

Mr. Kerr came west in 1880 to in- 
stall the machinery of the Silver Bow 
Electric Company, one of the first elec- 
When the 


Montana Power Company was organ- 


tric companies in Montana. 


ized Mr. Kerr became its first general 
superintendent and in 1915 was made 
its general manager. He was elected 
1916 and, upon the 
death of John LD. Ryan, succeeded to 
the presidency. 

On Jan. 27, 1940, Mr. Kerr an- 
nounced his retirement from the presi- 
dency in favor of Frank W. Bird, who 
had been his assistant for eight years. 


vice-president in 


In a speech at a testimonial dinner given 
him on this occasion, Mr. Kerr empha- 
sized that as president he 


would continue to be closely associated 


honorary 


with the company. 
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So Depreciation is a Technical Problem! 


By C. E. Kohlhepp 


Vice-President and Controller, Wisconsin Public Service Corporation, 
and Chairman, Depreciation Committee, E. E. 1. 


Address before the Fourth General Session of the Eighth Annual Convention of the 


Edison Electric Institute, Atlantic City, N. 


O all too many people in the util- 

ity industry depreciation is a com- 

plex and technical question of no 
major importance. Maybe it is technical, 
but it is of major importance too. Unless 
the present situation and trends are un- 
derstood and appreciated by manage- 
ment, unless effective defensive measures 
are adopted, the industry is in danger of 
losing two billion dollars. 

You all know the story of the shep- 
herd boy who was always crying “wolf.” 
It may be that you already feel that is 
exactly what I am doing. If so, you are 
absolutely right. I am crying “wolf,” 
but this is not a false alarm. ‘The pres- 
ent situation gives cause for grave con- 
cern and we need to worry about it. 
$2,000,000,000—not 2 million but 2 
billion—is at stake and in danger of 
confiscation. This is the approximate 
difference between the depreciation re- 
serves the industry now has and the 
amount which retroactive straight-line 
depreciation would produce. It repre- 
sents about 50 per cent of the industry’s 
common stock and surplus. Its serious- 
ness justifies our talking about it; our 
asking for careful consideration of the 
factors which contribute to the present 
situation. 


At this point it seems desirable to halt 
a moment for a backward look and to 
consider the real nature of this retroac- 
tive straight-line depreciation accounting 
process which is being misused in such a 
dangerous manner. 

Since 1922 our classifications have pro- 
vided for retirement accounting, a flex- 
ible method which requires reserves high 
enough to cover retirements in sight and 
prevent violent earnings fluctuations. 
and generally (though not prohibiting) 
not contemplating any exact mathemat- 
ical or age-life process. 

Retirement accounting, although 
sound and logical, became too closely 
identified with inadequate reserves. It 
would be idle to say that the extreme 
flexibility of this process did not result 
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in some instances of abuse, and in some 
cases the retirement methods lacked that 
basic conservatism which the lessons of 
time have indicated must not be over- 
looked. 

In 1936 the Federal Power Commis- 
sion adopted a new classification of ac- 
1937, and 
the National Association of Railroad and 
Utilities Commissioners recommended 
the adoption of a similar classification to 
state commissions, many of whom have 
since adopted it. 
counting is required by these new classi- 
fications, no detailed instructions were 
included, leaving some room for flexibil- 
ity of the retirement reserve type. How- 
ever, many made it 
clear that they strongly favor straight- 
line depreciation, contemplating the ap- 


counts, effective January 1, 


While depreciation ac- 


commissions have 


plication of an ‘“‘age-life” process, which 
will provide, by equal annual install- 
ments, a reserve for individual units of 
property over the life thereof. 


During the past few years representa- 
tives of the Depreciation Committees of 
the Institute and American Gas Associa- 
tion have been afforded opportunities to 
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confer with the Depreciation Committee 
of the NARUC. I believe we may safely 
say that the following is an accurate 
summary of the results of these meet- 
ings: (1) Everyone has a broader under- 
standing of the complexities of the prob- 
lem.'(2) There was general agreement 
that haste must be made slowly during 
the transition period from retirement to 
depreciation accounting. (3) Much ad- 
ditional factual data is required. (4) 
Commission representatives recognized 
that fair treatment must be accorded 
utility companies which used the retire- 
ment method in good faith to the benefit 
of rate payers. (5) Utility representa- 
tives stated that the industry does not 
wish or intend to “eat its cake and have 
it too” in the matter of claiming a high 
per cent condition of property in valua- 
tion proceedings, while maintaining rela- 
tively large depreciation reserves created 
out of fair charges to rate payers. We 
believe that amortized cost, or cost less 
depreciation reserve, may very properly 
be an element to be considered in deter- 
mining fair value for rate making pur- 
poses. I will have a word or two more 
to say about this matter a little later. 

The 1938 report of the Depreciation 
Committee of the NARUC recom- 
mended straight-line depreciation, al- 
though the 1939 report indicates further 
study is planned before final recommen- 
dations are made. 


No doubt many of you are still ques- 
tioning my premise that two billion dol- 
lars is at stake. The important point, of 
course, is that some commissions are tak- 
ing the position that straight-line depre- 
ciation computations, retroactively ap- 
plied, represent the measure of the actual 
decline in the value of the property. 
They have adopted rate bases in recent 
rate proceedings computed on “original 
cost,” or at best “cost to the utility,” de- 
preciated on a retroactive straight-line 
basis. Convincing methods, testimony 


and records are being established which 
may easily have the effect of gaining ju- 
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dicial support for this destructive and 
unsound theory. At the same time at- 
tempts are also being made todiscredit and 
ignore reproduction value, substituting 
original cost, and excluding all debatable 
items from used and useful property. The 
accountants of the industry have been 
fearing and saying that this is exactly 
what was planned when the new classi- 
fications, with their “aboriginal” cost and 
depreciation theories, first appeared in 
Wisconsin in 1931. Should the courts 
sustain this two-barrelled program it 
would probably mean the confiscation of 
about 3 billion dollars, of which, as 
stated, retroactive straight-line deprecia- 
tion alone would be responsible for over 
2 billion dollars. In comparison the 
damage the TVA has done or can do to 
the industry is insignificant. 

How great is the danger of such dam- 
age? It would seem that a simple state- 
ment of the serious effect on equity capi- 
tal would make it clear that our courts 
will never support such a theory. But 
let us not assume that they won’t. Such 
an assumption is dangerous through the 
sense of false security it develops. The 
presentations will be able and clever, the 
amounts involved in individual cases 
may seem small, and the problems are 
very technical. Courts tend more and 
not to reverse or even examine 
Commission judgment and decision on 
technical questions. 


more 


Judges may very 
well see the trees and miss the 2 billion 
dollar forest. 

Some of you may be saying, what of 
it, you’re talking about rate cases, what 
has that to do with our books or our 
common stock and surplus? Well, 
plenty! What in your opinion will hap- 
pen if, in a judicially approved “value” 
determination, the amount of deprecia- 
tion deducted is twice the amount of 
depreciation reserve shown on a compa- 
ny’s books? Recently some state commis- 
sions, and especially the Securities and 
Exchange Commission, have shown an 
increasing tendency to require adjust- 
ment of balance sheets to recognize im- 
portant and relevant facts, or at least 
““disclosure”’ of vital situations. 


In spite of the fact that in the confer- 
ences which we have been privileged to 
have with the NARUC Depreciation 
the 


Committee, commission members 
present repeatedly acknowledged the 


moral obligation of the regulatory au- 
thorities to treat the depreciation ques- 
tion fairly in the transition period, some 
regulatory authorities are washing their 
hands of any responsibility for retirement 
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accounting (even though they prescribed 
it and rate payers received the benefit). 
They are now taking the position that 
if the provisions for retirement under the 
regulations then in effect were less than 
the present estimate of what the deprecia- 
tion was (as they compute it), the defi- 
ciency should now be made up by the 
stockholders. 

Such a program violates all the prin- 
ciples of justice. The “rules” are being 
changed and the scores of “games” 
played years ago are to be “corrected” to 
conform to the new rules. Neither the 
industry’s history nor the facts justify a 
program so unfair, so unsound, so illegal. 
It remains our earnest hope that a spirit 
of fair play and cooperation between 
commission and utilities can character- 
ize the transition from retirement to 
depreciation accounting. 

To illustrate what I mean when I say 
the presentations will be characterized 
by convincing methods, testimony and 
records, and that there is real danger of 
judicial approval if our cases are not 
carefully prepared, I quote a word or 
two from the Rochester Gas and Elec- 
tric Corporation (N. Y.) case. I am 
afraid it is representative of what we 
will face in a number of jurisdictions. 

As to the company’s testimony the 
Commission said: 

“This brief summary does not cover all 
of the errors and omissions in the company’s 
testimony on depreciation. Those pointed 
out, however, are obviously sufficient to com- 
pletely discredit the company’s determination 
of depreciation. The most that can be said 
for the company’s evidence is that it is en- 


tirely inadequate and shows only a portion 
of the existing depreciation.” 


As to the Commission’s witnesses : 


“Mr. Goldthwaite takes into consideration, 
and gives appropriate weight to, all the 
elements which enter into depreciation 
made elaborate studies of the company’s 
experience and the ages of the various items 
of property and... gave this experience full 
weight.” 

And here is the conclusion : 

“For all of these reasons, the company’s 
testimony can be given little weight. Mr. 
Goldthwaite'’s general method and estimated 
lives, based as they are upon inspection and 
age life studies from factual data, are ac- 
cepted and applied to the base cost which 
has been determined herein.” 

A similar record was established by 
the Federal Power Commission in the 
Albany Lighting Company 
though the company presented no testi- 
mony on depreciation. 


case, al- 


The following 
is quoted from the decision: 

“The Commission's engineer appears to 
have used both the observation and the age- 
life methods. He made a thorough field ex- 
amination of all the facilities of the respon- 
dent. ... He made studies to determine the 
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physical conditions of the property, the age 
and probable future life thereof, and all 
other factors which must be taken into con- 
sideration.” 

“. , . and thus determined the amounts 
which should have been credited to the de- 
preciation reserve. ‘Taking into considera- 
tion the retirements of property, the proper 
reserves which should exist were then com- 
puted.” 

“. , the actual depreciation, considering 
all factors thereof, in the properties was as 
great as that indicated by the revised re- 
serve.” 

I don’t know whether this all sounds 
technical—but whether it does or not 
I urge you all to study these Rochester 
and Albany cases carefully. 

Depreciation accounting, regardless of 
what detailed method be followed, is 
simply an amortization or prorating pro- 
gram. It is nothing more than a book- 
keeping process. Because of this fact, 
neither the straight-line nor any other 
depreciation accounting process can ever 
measure true depreciation in the value 
sense, either annual or total. 

Independent engineers, as well as com- 
mission engineers, are generally of the 
opinion that depreciation does not pro- 
ceed in a straight line, and abundant evi- 
dence is available to support their con- 
clusion. Theoretical calculations cannot 
replace depreciation as determined by 
competent engineers, in finding “‘fair 
value.”’ Too, in the past when the issues 
have been squarely joined, the courts 
have uniformly rejected straight-line 
theoretical calculations (for that’s what 
they are, sometimes with obscure and un- 
sound lip service paid to observation and 
scientific methods for the purpose of con- 
vincing the courts). 

Both the Rochester and Albany cases 
rely to a great extent on the “straight- 
line’ mathematical computations, al- 
though engineers made the “examina- 
tions” and presented the testimony. Little 
has been said about the utility engineer’s 
place in this problem but there is small 
doubt that the situation is a real chal- 
lenge to him. He must shoulder the 
difficult task of presenting the facts in 
such a way as to make his qualified engi- 
neering judgment prevail as the logical 
and proper method of estimating depre- 
ciation. 


The industry as a whole now has de- 
preciation reserves approximating 11 per 
cent or 12 per Companies with 
necessarily give 
thought to their situation and increase 
the reserves as rapidly as the facts justify 
and conditions permit. It may be pre- 
sumptuous, but it seems quite clear to 
me that now is the accepted time to do 


cent. 


low reserves must 
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this because we are in an era when it 
seems probable that earnings are going 
to be fairly good. A little of Benjamin 
Franklin’s and Edison’s philosophy of 
hard work, thrift and conservatism is 
clearly indicated as being a wise course. 

Serious consideration also needs to be 
given to the relation between deprecia- 
tion as recorded upon books and statutory 
depreciation as claimed under the income 
tax laws. Differences will logically and 
legally exist, but substantial differences 
are unwise for several reasons. While 
maximum tax purposes may 
seem to offer a temporary advantage it’s 
clear that higher depreciation allowances 
now will result in lower ones later. Who 
wants to bet that income tax rates are 
going to be lower? Unless very special 


rates for 


circumstances otherwise, we 
should, I believe, give thoughtful con- 
sideration to the desirability of a closer 
relation between the amounts recorded 
upon books for depreciation and the 


amounts claimed under income tax laws. 


suggest 


I feel quite strongly that not only the 
electric industry but also other branches 
of the utility industry will make a seri- 
ous mistake if 
continue to contend for 
preciation, on bases which produce extra- 
ordinarily high per cent conditions of 


individual companies 


“observed”’ de- 


property. This comment applies particu- 
larly to cases where comparatively large 
reserves are carried on the books, repre- 
senting collections from rate payers while 
If such 
attempts to prove high “per cent condi 
tions” is continued, 


fair returns were being earned. 
commissions may 
retaliate by substantial reductions in an 
nual depreciation 
making purposes, and the Internal Reve- 
nue Department could easily reduce the 
allowances for income taxes, because in 
effect we will have proved that the 
amounts required for depreciation are 
quite small. 

The regulatory authorities call this the 
consistency problem. 


allowances for rate 


The amount of a 
depreciation reserve, no matter what de- 
preciation accounting method is followed, 
can never be the same as, and as a mat- 
ter of reasonable conservatism should 
reasonably exceed, the actual deprecia- 
tion which a thorough engineering study 
will disclose. Nevertheless I am con- 
vinced that sound policy, as well as logic 
and justice for investor and rate payer, 


suggests no strenuous effort be made to 
prove a figure radically different from 
the book reserve as a measure of depre- 
ciation actually existing on the property. 
Certainly little is to be gained, as was so 
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clearly indicated in the Lindheimer case 
(Lindheimer vs. Illinois Bell Telephone 
Company 292 U.S. 151), by presenting 
figures miles apart. 

In the conferences we held with Com- 
they definitely 
admitted that injustice 
would result from the imposition of re- 
troactive straight-line in all cases where 
the retirement method has been followed 
in good faith and the public received the 
benefit therof. The program now being 
followed, at least in New York and by 
the Federal Power Commission, appears 
to disregard this admission of injustice. 
What should be done about it is a matter 


mission representatives 


and positively 


of serious importance to the whole in- 
dustry and deserves the earnest consider- 
ation of the executives of all member 
companies of Edison Electric Institute. 

It is unfortunate that different meth- 
ods and ideas regarding depreciation and 
retirement accounting have kept the in- 
dustry from doing anything constructive 
about the situation for much too long a 
period. Even today these differences cre- 
ate obstacles which make the task of the 
EEI 


one. It has 


Depreciation Committee a trying 


difficult 


too because of what was apparently a 


been made more 
deep-seated fear in some quarters that 
the Committee might be guilty of some 
commitment of policy which would prove 
embarrassing to the Institute or to mem- 
ber companies. “The Committee, how- 
ever, has attempted to consider the wel- 
fare of the whole industry and the 
problems of all utility companies in the 
including the full from 


nation, range 


companies with very small reserves to 
those with very high reserves. 

Granting that our individual problems 
not be the same, it is 


that the 


and interests may 
nevertheless essential industry 
find common ground upon which it can 
front on the 


stand and present a solid 


subject of depr eciation, 


| am not presumptuous enough to think 
I can bring to you any dogmatic answe1 
as a panacea for that much desired ob- 
jective. I do feel, however, that there 
is one point about which the entire in- 
dustry can rally without danger or detri- 
ment to the interests of any company. 
That is to insist upon good faith on the 
part of both the regulatory authorities 
and the companies in the transition from 
retirement to depreciation accounting. I 
believe that the that 
within the 


industry can sell 


idea, with proper support 
ranks, and gain recognition of the fun- 
damental principle of the moral respon- 


sibility of both the authorities and the 
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companies to collect the depreciation 
costs out of the rates—no more, no less. 

I want to urge that every company that 
has a depreciation problem and every one 
with a rate case getting under way, in 
which depreciation may be an important 
issue, to keep in touch with the Insti- 
tute. It is important that you know 
what is going on elsewhere. The Insti- 
tute is accumulating and already has 
available analyses of cases which will be 
helpful to your lawyers, engineers, and 
accountants. The Depreciation Commit- 
tee has members from all parts of the 
country, and the combined knowledge 
and resources of the industry are avail- 
able to any member company. No mat- 
ter how skilled and capable your people 
are, the experience and knowledge of 
others cannot be other than helpful. You 
may “miss the boat’ in a very costly 
manner if you fail to take advantage of 
the service and information which the 
Institute and its Depreciation Commit- 
tee have available. 


Fifth Column Tactics in 
Original Cost and De- 
preciation Accounting 

Continued from page 284) 
has been introduced into their account- 
plausible 
It is being used by fifth- 


ing system camouflaged by 
arguments. 
column men—clever advocates of gov- 
ernment ownership—who scheme to at- 
tain their ends by crippling private 
companies through the medium of jokers 
slipped into both original cost and de- 
preciation accounting, thus forcing the 
companies to fail in the job of rendering 
proper service in the hope of eventually 
accomplishing their purpose —the de- 
struction of private ownership. 

This is not the time or place to dis- 
modification of these 


I will only say 


cuss the proper 
phases of accounting. 
that provided all factors are frankly rec- 
ognized there should be no difficulty 
whatever in reaching a logical and work- 
able agreement. But as long as amor- 
tization of principle is sought under the 
camouflage of depreciation, and as long 
as the elimination of proper acquisition 
costs is sought in conjunction with the 
removal of such costs as are improper, 
just so long will the existing controversy 
and disagreements continue to plague 
both the Industry and its regulatory 
authorities. 
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TILITY companies throughout 
the country have been busily en- 
gaged for the past few years in 

determining the “original cost’ '’ of 
their property. The new accounting 
rules of the state and federal commis- 
sions have required that this be done 
and that the books of account be re- 
classified so as to reflect original cost 
as it has been particularly defined and 
circumscribed by numerous instructions. 

At the present moment, one of the 
substantial interests in this subject is 
the question of how far in the applica- 
tion of the new rules the regulatory 
bodies may require the original cost of 
property to be understated on the books 
where such costs have been previously 
charged by the accounting company, or 
by its predecessor, to operating accounts. 
Putting the question in another way, 
how far they may go in requiring the 
elimination from property accounts of 
all items which may be deemed doubtful 
or improper under present accounting 
philosophy, and at the same time deny 
to the companies the right of including 
offsetting items which under the prac- 
tices of the past may not have been cap- 


italized. In other words, how far are 


the new regulations to be enforced as a 
one way street ? 

Now you all know “one way streets” 
and you all know them as an essential, 
useful part of modern city life, without 
which traffic in our busy thoroughfares 
would soon degenerate into confusion 
and some to a standstill. But there is 
no such thing as a single one way street. 
They must come in pairs to accommo- 
date the “rights” of traffic to travel in 
both directions. 


Yet the reference to the single ‘‘one 
way street” aptly characterizes some of 
the present theories in utility accounting 
regulation. Utility companies, it seems, 
are to correct all so-called past account- 
ing errors that have resulted in an over- 
statement of property values; but no cor- 
rections are to be allowed where the 
opposite is true and there has been an 
understatement. 


1 See appendix on ‘“‘What is ‘Original Cost’?’’. 
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Careful study of the instructions and 
releases of the public authorities seems 
to point to the elimination of certain 
charges to capital as the primary objec- 
tive of the new requirements, at the cost 
of the true perspective of the capital ac- 
counts, i.e., the reasonableness of the 
total figures actually recorded in the 


books. 


In discussing some of the develop- 
ments of one way accounting streets, let 
it be very clearly understood that I do 
so without animosity toward any of my 
accounting friends associated with the 
regulatory authorities. The truth is that 
to a certain degree we are all responsi- 
ble for the one way street, utility and 
commission accountants alike. This is 
so because in cases of doubt conservative 
accounting has always dictated the un- 
derstatement of values on the books. We 
are all familiar with the expression “cost 
or market, whichever is less.” That 
principle originated in private industry 
accounting, where the earnings of a busi- 
ness are entirely unaffected by the fact 
that a property costing a million may be 
recorded at, say, $800,000—or even $1, 
for that matter. So long as the value of 
our plants was mainly determined by 
engineering estimates, conservative book- 


keeping could not adversely affect our 
revenues. The one way street was all 
right, so long as book figures were not 
the prime base for valuation. But, now 
that there is an increasing tendency by 
the regulatory authorities to accept book 
figures as indicative of value, the whole 
accounting situation needs very careful 
review. The old accounting philosophy 
of conservatism, if enforced as to the 
past, may result in a reduction of our 
capacity to earn a fair return. Although 
a plant is admittedly worth a million 
dollars we might be allowed a return 
on only $800,000, simply because the 
books state only $800,000. It is there- 
fore now essential that the property 
costs, past and present, be minutely and 
accurately stated. To the utility, delib- 
erate understatements of property costs 
may mean reduced earning power, by 
the return allowed upon a smaller sum. 


You may naturally ask what kind of 
bookkeeping the utilities have emploved 
that has resulted in “so-called past ac- 
Like every other ac- 
tivity of human endeavor, even utility 


counting errors.” 


accounting has progressed—let us hope 
in the right direction. Today we have 
fairly definite standards that divide items 
charged to plant account, or fixed cap- 
ital, from those charged to current op- 
erating expenses. But that borderline 
was far more shadowy and_ uncertain 
in the past. There was a recognized un- 
certainty about the writing-off of dis- 
carded property. Because of this, it was 
the practice in many utility companies 
to be very conservative about charging 
new items to plant account or fixed cap- 
ital. Again property records which the 
accountant could use as a basis for his 
entries, were far less detailed than now. 
My good friend, Charles W. Smith, 
chief accountant of the Federal Power 
Commission, referred recently at White 
Sulphur Springs to the failure to record 
retirements of property and found: 
“Because continuous property records were 
not very widely used in days gone by, it 
was quite natural that retirements of prop- 
erty sometimes went unnoticed as far as 
books of account were concerned. There was 


little internal check on retirements due to 
the absence of continuous property record. 
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As an incident to their original cost studies, 
utilities are now correcting this type of 
error.” 

A fair criticism of that statement, I 
believe, is to say that it does not con- 
sider all of the facts involved. Where 
I cannot fully accept Mr. Smith’s char- 
acterization of “this type of error,” is 
that it seems to me he has failed to 
recognize the very definite relationship 
in the practices of those days, between 
the failure to make retirements and the 
failure to record replacements or addi- 
tions in the capital account. It was not 
the vogue to associate the accounts with 
individual units of property in the man- 
ner of the accepted practices of today. 
Instead, they were related to the prop- 
erty as a whole. That does not mean 
that there was anything sinister or im- 
proper about those practices, for the 
early records of the companies, I be- 
lieve, were as conscientiously kept and 
were maintained on as high a plane of 
integrity as any present day concept of 
record keeping. The accounting theory 
formerly practiced looked to the dura- 
tion of income producing or saving fea- 
tures resulting from property expendi- 
tures, as distinguished from the present 
theory which requires that “‘the dollar 
must follow the property” in minute 
detail, regardless of economic factors. 


Coming back to our analogy of the 
million dollar plant, while it is true that 
$200,000 of retired property may not 
have been written off the books, it is 
likewise probably true, that $200,000 of 
newly constructed property may not have 
been entered on the books. Nor was such 
a practice contrary to any fundamental 
principles of accounting. The old time 
accountant found a million dollars on 
the books and left it there. He believed 
he had a million dollars’ worth of prop- 
erty. Today’s accountant carefully 
writes off the $200,000 on one side of 
the ledger and just as carefully adds the 
$200,000 on the other side. The result 
should be identical, but under present 
accounting regulations it is quite differ- 
ent. 

In Plant Instruction 2B of the Uni- 
form Systems of Accounts it says: 

“It is not intended that adjustments shall 
be made to record in plant accounts 
amounts previously charged to operating 
expenses in accordance with the uniform sys- 
tem of accounts in effect at the time or in 
accordance with the discretion of manage- 
ment as exercised under such uniform system 
of accounts.” 

Mr. Smith insists that the foregoing 
provision means what it says; and he 
comments further: 
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“Methods which have as their objective 
the inclusion in the plant accounts of items 
previously charged to expense according to 
a system of accounts which was in effect in 
the past, or in accordance with generally 
accepted principles of accounting at the time, 
are most objectionable.” 

In other words, if we had in the past 
deducted $200,000 from plant account 
for discarded property and added $200,- 
000 for new property, then we would 
now be entitled to a return on $1,000,- 
000. But because we have neither de- 
ducted from, nor added to, the plant ac- 
count, the “one way street’ provisions 
of the uniform system of accounts pre- 
scribe that we must recognize now only 
the deduction. Result: $200,000 gone 


with the wind. 


To me it seems perfectly clear that if 
under these conditions the retirement en- 
tries are to be corrected, then the cost of 
items not capitalized must be restored. If 
you re-open the accounts for review, you 
cannot confine yourself to one side, but 
must allow corrections on both sides of 
the ledger. 

I am indebted to some of my associ- 
ates for many illustrations of the ‘‘one 
way street.” I can use here only a few. 

A Natural Gas company, realizing 
that it was dealing with a natural re- 
source subject to more or less sudden de- 
pletion, in order to be conservative, 
charged most construction costs to oper- 
ating expense or current income rather 
than its plant account or fixed capital. In 
fact, for a period of about eleven years 
prior to 1910, with the exception of a 
few minor entries relating to transactions 
in land, the company had no debits or 
credits at all in its plant accounts. Dur- 
ing this period there was a net increase 
in its property of over 1,000 miles of 
pipe line and over 500 gas wells. About 
$40,000,000 worth of this increase in 
property had never been charged to plant 
account, but instead to expense or in- 
come. At the same time it was estimated 
that about $30,000,000 of the capitalized 
property had been removed without cor- 
responding retirement entries. The log- 
ical application of the one way street 
would now presumably require a correc- 
tion of the books by deducting the $30,- 
000,000 of retirements, but would not 
permit the restoration of a single dollar 
of the $40,000,000 and more of improve- 
ments. 

Again, consider the case where com- 
pany A sold certain gas mains to com- 
pany B, which charged them to operating 
expenses. Then company A acquired 
company B by purchase. Under the pre- 
scribed accounting, company A, even 
though it may have paid a reasonable 
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cost for those mains in an arms length 
transaction, is unable to make proper ac- 
counting for them—all because of the 
one way street. 

It appears that the full import of ‘the 
possibilities attending some of the orig- 
inal cost requirements has not been clear- 
ly realized. The accurate determination 
of full “original costs” is discounte- 
nanced by some, on the theory apparent- 
ly that, if part of such costs have been 
charged to operating expenses, they were 
borne by the consumer. Aside from the 
sound legal argument that the consumer 
pays for service and not for property, this 
premise, to say the least, is often errone- 
ous. It takes for granted that the utility 
has at all times been earning the fair re- 
turn, to which it is by the law of the 
land entitled. Where that was not the 
case, to that extent the stockholders— 
and not the rate payers—have in fact 
borne the cost. ‘To illustrate: assuming 
that operating expenses (including depre- 
ciation) are $50,000 and a fair return 
requires another $50,000, the annual 
revenue should be, of course, $100,000. 
If it amounted to only $75,000, the 
stockholders are out $25,000; in other 
words, it is they who have contributed 
that amount to operating expenses, and 
not the customers. 


In fact, I am fully convinced that the 
history of many electric and gas utilities 
will show that they were not able to earn 
a fair return during many periods of op- 
eration and therefore that property costs 
which were charged during those periods 
to operations may in fact have been borne 
by the stockholders. Although we may 
all recognize the ultimate advantage of 
a conservatively stated balance sheet, any 
tendency to compel the understatement 
of “original cost,’’ notwithstanding its 
worthy objective, appears to be unjust. 

We will take an extreme case. Let 
us assume that poles costing $50 each 
were replaced with an equal number of 
poles costing either more or less than the 
original poles; and that the cost of the 
replacements was charged direct to main- 
tenance instead of in and out of the plant 
accounts as would probably be the pres- 
ent accounting practice. Could it now be 
said that, because the replaced property 
no longer exists, there was a failure to 
retire on the books and therefore the cost 
should be written off? And that at the 
same time, because the new property was 
charged to operations, such costs had 
been borne by the consumer and there- 
fore the property should be carried at 
zero dollars in the plant accounts? I 
believe that not even an extremist would 
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contend such a position to be sound. It 
is difficult, however, if not impossible, to 
distinguish, in principle, this case from 
the first two cases we have discussed. I 
believe that many of the men on the 
Commission accounting staffs, who are 
charged with responsibility in this con- 
nection, have thought this problem 
through and are therefore not unfairly 
attempting to insist on any “one way 
street.” 


It is an old tax principle that, if you 
open up an account for one purpose, you 
open it up for all purposes. This prin- 
ciple ought to apply here. It has been 
my belief that there should at least be 
no question about the restoration of prop- 
erty costs previously charged to operat- 
ing expenses, as long as the investment 
in plant and property, as now reflected 
by the books, is not exceeded. If dollars 
not identifiable with property must be 
retired from the plant accounts, then by 
the same reasoning, the actual cost of 
property that is not identifiable with any 
book entry, should be admitted to the 
plant accounts. 

The final chapter of the one way 
street provisions as to property records 
remains to be written. The ultimate 
position which the industry may be 
driven to take will naturally depend 
upon the manner in which it is enforced. 
If its full penalties are invoked only in 
cases that warrant discipline, all well 
and good! We can only hope that good 
faith and fair-mindedness may ultimate- 
ly prevail. 

The trend toward the one way street 
is likewise marked in the field of depre- 
ciation. Mr. Kohlhepp has already very 
forcefully and realistically brought home 
to you the dangers of the present ten- 
dencies toward a retroactive deduction 
of straight-line depreciation—whether 
earned or unearned—from original cost 
in rate proceedings. This effort in some 
quarters towards the ex-post-facto appli- 
cation of present depreciation doctrines 
is perhaps the most serious of all our one 
way streets. It certainly deserves your 
careful attention. 





Another phase of this situation is the 
tendency to espouse a theory of deducti- 
bility of depreciation from original cost 
without taking into consideration factors 
of appreciation. 

Let me explain that a little more fully. 
We are all familiar with the rule of law 
that a utility is entitled to a fair return 
on the fair value of its property used 
and useful in the public service. How to 
determine that “fair value” has been a 


constant bone of contention. There are 
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those who rely on the engineers to go 
over and inspect the property and to re- 
port on its percentage condition. Because 
both the finding of value and the finding 
of loss of value are related to the same 
time, namely the present, a fair value 
may be determined. If there has been 
any increase in the value of the property. 
above its cost, the engineer will record 
it; if there has been any decrease below! 
cost, he will likewise find it. Granting 
that his methods are substantially cor- 
rect, he will arrive at a fair value. 

Another school, drawing its recruits 
largely from the regulatory bodies, seeks 
to arrive at fair value by starting out 
with the cost of property. They then 
deduct depreciation, as they claim it, in 
accordance with legal precedents, appar- 
ently borrowed from the “reproduction 
cost new” formulae of valuation. That 
was brought out very frankly before the 
recent Annual Conference of Commis- 
sion Engineers by Mr. Flagg, Chief En- 
gineer of the New Jersey Commission 
and member of the NARUC’s deprecia- 
tion committee. He recorded that some 
of the Commission accountants 

“desire to use for purposes of rate base 
determination the ‘original cost’ less depre- 
ciation reserve or estimated accrued de- 
preciation (whichever is the larger) to the 
exclusion of all other evidences of value.” 
Mr. Flagg indicates that the Commis- 
sion accountants are divided on this ques- 
tion and the engineers apparently are 
unanimously against it. 


It is, of course, evident that the result 
of such a procedure could almost never 
be fair value for the reason that the fac- 
tor of appreciation is deliberately dis- 
regarded. In other words, under this 
theory of deducting depreciation from 
original cost, the present value must al- 
ways come out as less than the original 
cost, while we all know that a great 
many properties are now worth much 
more than their original cost. 

For many hundred years, the word de- 
preciation has meant literally an act of 
disparagement or running down. Count- 
less volumes have been written about its 
application to utility properties. Why 
not write a few books about the appre- 
ciation or the increase in value of util- 
ities’ properties? Why accept only a 
negative viewpoint? Property reserves 
in an accounting sense, of course, are use- 
ful and beneficial as a precautionary mea- 
sure and a financial protection, but depre- 
ciation in a value sense must certainly 
find its counterpart in appreciation in a 
value sense in any healthy going concern. 

For more than fifty years this indus- 
try has been steadily growing and im- 
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proving the value of its service. During 
that same period, it has likewise steadily 
decreased the cost of its commodity. 
Where can we possibly find a disparage- 
ment or running down of utility prop- 
erties that would not be more than 
matched by an equivalent appreciation or 
increase in value or worth to the com- 
munity ? 


Depreciation is only the hole in the 
doughnut and it behooves us to heed the 
ancient advice: 

As you amble on through life, 
Brother, whatever be your goal: 
Keep your eye upon the doughnut 
And not upon the hole. 

To conclude: in equity, if appreciation 
is not to be considered, as would be the 
case where original cost alone is used, 
depreciation should likewise not be con- 
sidered. In other words, if rates are to 
be determined on a cost plus theory, 
the factors involved should be predicated 
on the basis of cost and not on estimates 
that are part of the “present value for- 
mulae.”” Unless we admit the so-called 
unearned increments, we certainly should 
not deduct the earned or unearned decre- 
ments. 

Many other subjects now under the 
influence of the one way street tendency 
could be profitably discussed. They 
might include references to the so-called 
“acquisition adjustment account,” “util- 
ity plant adjustment,” “Property held 
for future use,” the vexing problems re- 
lating to the proof of the reasonableness 
of past construction costs, to name only 
the more important. But these topics 
are perhaps of special interest to accoun- 
tants. Suffice to say that in all these in- 
stances the one way street rule may result 
in the substantial confiscation of prop- 
erty due to the overemphasis of a one- 
sided retroactive analysis of accounts and 


° 


records, ‘~? 

Several years have now elapsed since 
the regulatory authorities came forth 
with the new systems of accounts, pri- 
marily designed by them to facilitate the 
regulation of rates. The advent of these 
systems found the industry and its ac- 
countants as a whole unprepared either 
to understand completely the purpose 
and merits of the methods proposed or 
to present effectively the objections to 
some of the provisions that appeared 
contrary to fundamental principles of 
accounting. 

Even today, while in a much stronger 
position, we still lack preparedness to in- 
sure a fair and equitable administration 
of the new systems for the industry as 
a whole. Many accountants in the in- 
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dustry originally had the feeling that the 
new systems of accounts were unwieldy, 
burdensome, and costly beyond any bene- 
fits that might be derived therefrom. 
Even admitting the truth of this belief, 
the battle for a simplified accounting sys- 
tem devoid of a multitude of instructions 
designed to promote general uniformity, 
was lost. There now remains, however, 


*[ was asked to summarize brietly the legal situ 
ation in respect to depreciation. What law there 
is in this respect is predominantly judge-made, 
found in the opinions of courts and commissions 
rather than in statutes. It is srefore not sur 
prising that authoritative conclusions as to the 
treatment of depreciation < n what 
justice required in the particular case. 









From this it follows, first. that an attempt 
generalize will be of limited value; second, that 
not only the good faith, but also the technique, of 
resenting testimony is of utmost importance. 

For the past two years, as a part of the work 
of Mr. Kohlhepp’s Committee, we have been studi 
susly analyzing not only the conclusions of the 
courts and commissions in respect to depreciation, 
mut also the details of the methods employed in 
submitting proof regarding the extent of deprecia 
tion. The results of our studies have been most 
interesting and I think have been instrumental i: 
ringing extreme views into somewhat closer har 
mony. They indicate that the technique of proving 
ictual depreciation in value proceedings is unde 
going a substantial change. Attempts to prove « 
preciation by estimating solely the amounts suffi- 
cient to place a property in first class condition. 
that is by limiting it to deferred maintenance, have 
largely ceased. So has the other extreme of at- 
tempting to prove depreciation on the basis of an 





arbitrary assumption of the age-life of the indi- 


vidual component parts of a utility property, with- 
veut recourse to an actual engineering inspection of 
the condition of the property, generally called the 
straight-line method. A middle ground appears 
now in the process of formation. Straight-line de- 
preciation testimony, on the one hand, is being 
supported bv engineering estimates based on _ in- 
spection of the property (although the thoroughness 
ind conscientiousness of such inspection is a matter 
of conjecture). The proponents of observed depre 
‘lation, on the other hand, are giving effect in th: 

estimates to known factors of obsolescence and i 
adequacy and in some instances to the effect of age, 
in their judgment upon replacements in the near 
future. 





These changes in technique in estimating depre 
iation May narrow the span between the extrem< 
and indicate some middle ground that is prob 








nearer to the true facts. We should recognize 
however, that there is no absolute answer ‘ 

amount of actual depreciation existing in a par 
ticular property, whatever our ideas as ¢ the 


proper way of measuring it 
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a more important problem, namely that 
of insuring that the results of the new 
accounting provisions do not cause ir- 
reparable damage to the equity holders 
of utility securities. ‘There also remains 
the heroic task of streamlining the ac- 
counting processes so that the new sys- 
tems may be effectively carried on with 
a minimum of cost. Economies have 
been effected, but more are needed to 
balance the cost against results. 

There never was a time when good 
faith, integrity and mutual confidence 
between the utilities and the regulatory 
authorities were more needed than in the 
present situation of putting into practical 
operation the new accounting require- 
ments. Let us strive for a disposition of 
the “one way street’? problems in ac- 
cordance with those standards. 


Before finally closing, I ask your in- 
This is 
the last time I shall address you in the 
role of General Chairman of your ac- 
counting activities. Shortly the driver’s 
seat will be occupied by our good friend, 
Granville Bourne, Controller of the 
Commonwealth & Southern Corpora- 


dulgence for a personal word. 


tion. I ask that you and my accounting 
associates of the Institute give him the 
same support and cooperation that you 
have given tome. Even do better, if you 
can. 

While realizing the importance of 
mutual understanding among  represen- 
tatives of member companies in their 
separate and sometimes divergent inter- 
ests, I have the feeling that too much 
time is often spent in the attempt to 
reconcile divergence in interests at the 
sacrifice of achieving fundamental prin- 
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ciples which would ultimately benefit all. 
Due to the extreme importance of ac- 
counting research and cooperative en- 
deavor in the affairs of the Industry 
under present emergencies, any one un- 
dertaking the leadership of this work 
must have the benefit of confidence and 
strong support. 

In many respects the contacts arising 
out of matters of accounting constitute 
important and sensitive public relations. 
In facing these problems, your accoun- 
tant should be familiar with conditions 
outside his own bailiwick. He should be 
able to think nationally and appraise 
with a broader perspective the relation 
of his company to the problems of na- 
tional scope. For that reason, I urge you 
as earnestly and sincerely as I can to 
give him every opportunity to bring to 
his work in your company the benefit of 
the experience of other companies gained 
through association work. 

The national accounting conferences, 
such as those held during the past three 
years, constitute outstanding opportuni- 
ties for the interchange of ideas and 
better mutual understanding of account- 
ing problems. I urge you to take advan- 
tage of these accounting conferences by 
supporting them with representatives 
who will both contribute their ideas at 
the meetings and take home new ideas 
for improving your own methods and 
So again 
I ask, in handing over the accounting 


enthusiasm in applying them. 


gavel to Mr. Bourne, that you give to 
his leadership the support which will 
make the accounting activities of the In- 
stitute of the greatest practical value to 


all concerned. 


APPENDIX TO MR. RODEY’S PAPER 
What Is “Original Cost’’? 


What then is the nature of this con 
cept we call “original cost’? May its 
meaning be taken for granted or would 
an analysis of what it is supposed to be, 
prove helpful ? 

If we consult the dictionary we find 
that “original” means “first” and “cost” 
means “price paid” or “consideration 
given for property.” “Original cost,” 
properly so-called, would therefore rep 
resent the “first price paid.” But it seems 
rather obvious that that is not how the 
term is used at present. As included in 
the Uniform Systems of Accounts pre 
scribed by the NARUC for Gas Com 
panies, “original cost,”’ which is made up 


of some 18 component parts, stands for 
something else, something improperly so 
called. 


rather than the first cost. 


It appears to mean the last cost 
Tracing the 
scope of this “original cost improperly 
so-called’? we would arrive at somewhat 
the following result: 


1. The actual net cost of the utility’s exist- 
ing used and useful property in service as 
of a given date—determined as follows: 

(a) The 

called” or first cost of constructing, 

acquiring or establishing a utility’s 
property ; 

b) plus the additions thereto of the 
costs of property that have subse- 
quently been constructed or ac- 
quired; 

(c) less “original cost” of the facilities 
which have subsequently been sold, 


“original cost properly so- 


abandoned, dismantled or otherwise 
removed from service. Expressed 
in formula the “original cost” as of 
any particular date would be (a-+-b 
—c) as described above. 

2. Expressed in other words “Original Cost 
Improperly So-called” may be stated to 
mean: The actual net cost of the utility 
properties as of a given date, taking into 
consideration the amounts originally  ex- 
pended for construction or acquisition, plus 
the piecemeal additions thereto during its 
period of growth or change, less the costs of 
the piecemeal retirements of property that 
have been sold, dismantled, abandoned or 
otherwise removed from service during the 
same period. 


As presently understood, the scope of 
the term is to be further qualified : 


1. We must take the starting point of the 
(Continued on page 297) 
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Human Problems of the Utility Industry 


By Paul M. Downing 


Vice-President, Pacific Gas and Electric Company, San Francisco, Cal. 


Address before the Second General Session of the Eighth Annual Convention of the 


Edison Electric Institute, Atlantic City, N. 


HE concept of business as a hu- 

man institution and its contribu- 

tion to human welfare as chief 
reasons for its existence, seems to be an 
essentially modern view. To many it 
may appear revolutionary. 

Until recent years, business was con- 
sidered almost entirely in terms of prices 
and profits, market influences and fluc- 
tuations; rarely in terms of the people 
who pay the prices and provide the prof- 
its and who, being themselves the market, 
are themselves most affected by influ- 
ences and fluctuations. 

But today the human aspects of busi- 
ness are being recognized as never before. 
The public, having apparently become 
aware of its importance to business, is 
assuming a more demanding and exact- 
ing attitude. Business itself has become 
aware of its dependence upon public 
good will as well as upon public patron- 
age. This attitude is reflected in the 
veneral acceptance of Public Relations 
as an increasingly important activity of 
business of almost every character. Ma- 
jor industries and corporations have es- 
tablished Public Relations Bureaus. The 
subject is being studied in the univer- 
sities. Several hundred business men 
attended a series of short courses at an 
Institute of Public Relations conducted 
last year at Stanford University and 
other Pacific Coast colleges. Hundreds 
have signed up for another series of 
courses to be offered this summer, not 
only on the Coast but in other parts of 
the country. 


The so-called Public Relations Coun- 
selor has risen to a position of greater 
importance in the business world. <A 
workable technique for research into the 
human problems that affect business is 
being developed. Banks, department 
stores, manufacturing associations, pro 
fessional societies are studying their situ- 
ations in relation to public opinion and 
public support. They are asking ques- 
tions, seeking in public reactions a rem- 
edy for the ills which in the past were 
accepted and suffered as a_ seemingly 
natural penalty of public misunderstand- 
ing. 
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It is not claiming too much to say that 
in their recognition of the importance ot 
the human factor in their operations, the 
public utilities have been far in advance 
Public rela- 
tions departments have been maintained 
by the utilities for twenty years or more, 


of other lines of business. 


and the importance of creating and re- 
taining public good will was realized for 
many years prior to the organizing of 
these departments. 


But we have not yet tound the solu- 
tionofall of our public relations problems. 
The genius with a cure-all formula has 
not yet appeared and probably never will 
We have learned much, how- 
ever, and perhaps the most effective les- 


appear. 


son we have learned is that the solution 
of these problems lies largely in our 
recognition of the human factors of our 
business and the manner in which we 
deal with those factors. 

Our business stands out as a symbol of 
effective organization, finely balanced 
upon a tripod, the three legs of which 
represent finance, labor and market. Ex 
pressed in human terms, these three legs 
are stockholders or owners of the busi- 
ness, employees and customers. ‘The 
tripod will hold the structure in perfect 
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balance only so long as each of these 
groups functions properly and each gives 
to the others the proper amount of sup- 
port. Each group should be considered 
in terms of the people who comprise it 
and not in the economic abstractions of 
finance, labor and market. 

They are all of equal importance in 
sustaining the structure in complete and 
efficient balance and here we encounter 
the most difficult of our problems. Our 
business is service to our customers, who 
far outnumber either of the other two 
groups. In our attempts to humanize 
our relations with them, we may some- 
times lose sight of the fact that the other 
groups also have human rights which 
must be given full consideration. 


Humanizing Our Contacts with the Investor 

Obviously, there must be owners. Just 
as obviously, ownership means the invest- 
ment of money, much of it the savings of 
thrifty persons of limited means who are 
dependent upon receiving a reasonable 
return upon the money they have put 
into the business. Time. was, perhaps, 
when these investors would have been 
considered solely as a source of money, 
and with the sending of dividend checks, 
management probably felt that it had 
fulfilled its obligations to them. But to- 
day we consider them as people, each 
with his hopes, ambitions, aspirations 
and necessities, each thinking in a per- 
sonal way of the money he has accumu- 
lated and of the business in which he has 
it invested. The sending out ef dividend 
checks does not discharge management’s 
That check 
is his by right, and it is management's 


obligation to the investor. 


duty to see that the business earns for 
him the interest return that induced him 
to make the investment originally. But 
we who are charged with management 
should give him an additional accounting 
of our stewardship, so that he may un- 
derstand that there is a human organiza- 
tion standing guard over his money, do- 
ing its level best, by the wisdom and 
skill of its administration, to justify his 
own wisdom in making the investment. 

We can show him how his money is 


employed. We can keep him informed 
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on the affairs of his company, and this 
we are learning to do in a more interest- 
ing manner than has been done in the 
past. Annual reports to stockholders are 
generally drab appearing documents con- 
taining a mass of very prosaic statistical 
information. The average stockholder is 
not versed in the language of the certi- 
fied public accountant; he doesn’t fully 
understand the significance of balance 
sheets, and experience proves that prob- 
ably because of his bewilderment he 
seldom gives them more than a passing 
glance. He can find more entertainment 
in working anagrams or crossword puz- 
zles. But the new technique in the prep- 
aration of annual reports is designed to 
make them more readily understandable 
and to awaken and retain stockholder 
interest. 


The up-to-date report has been put 
through a face-lifting process. It has 
lost none of its dignity, but it seemingly 
has discarded the old Mother Hubbard 
for a gown by Patou. It frequently is 
printed in color and is illustrated. Its 
text is simply written and informative. 
It seeks to induce the investor actually to 
know his company, to recognize his part- 
nership interest in it and to have toward 
it the same loyalty of ownership he 
would have toward any other property 
he might possess. Those of us who have 
the burden of management upon our 
shoulders are proud of the achievements 
of the industry as a whole, and of our 
own companies in particular. We would 
like to see that same sort of pride mani- 
fest itself among the stockholders. En- 
lightened presentation of the annual re- 
port should go far toward this end. 

There is need, too, for development 
of popular understanding of the rights of 
the investor class. They are the almost 
forgotten men and women of today’s 
disturbed economic world. The clamor 
of radical social philosophies, depreciation 
of private initiative and profit making, 
have led to a growing disregard of the 
fact that investors have rights which 
should be protected. Utility stockholders, 
like the shareholders in other businesses, 
have suffered from too frequent repeti- 
tion of high-sounding phrases about 
“economic royalists” and the “predatory 
rich.” Far from deserving opprobrious 
name calling, the investor class should be 
regarded as the backbone of utility 
growth. They have supplied the funds 
with which our systems have been built. 
They will supply funds for further de- 
velopment when existing bars against 
private capital investment are let down 
—as they must be eventually. 


EDISON ELECTRIC INSTITUTE BULLETIN 


Labor—Not a Commodity, but Individuals 
with Human Rights 


The second leg of the tripod of human 
factors upon which the utility structure 
rests is the employee group. The time 
has passed when we can look upon labor 
as merely a commodity to be measured 
only in man-hours of work. Employees 
must be treated with the consideration 
that every man as a human being de- 
mands for himself. 

It is stating only the obvious to say 
that the root of good public relations 
is nourished in the fertile soil of good 
employee relations. Loyal employees who 
believe in their jobs and their company 
are the greatest force that can be mus- 
tered for the creating of public good will. 
They hold the power to build good re- 
pute or, by their attitude, cast public 
doubt upon the worthiness of their em- 
ployer. -In their contacts with custom- 
ers and with the public generally they 
reflect inevitably the quality of the insti- 
tution for which they work. 

I wonder, sometimes, if we emphasize 
sufficiently that loyalty in an organiza- 
tion begins at the top—that it is gener- 
ated primarily by the acts and attitudes 
of those in charge. It is something that 
cannot be demanded and obtained by the 
issuance of general orders. It springs 
from free acknowledgment of the mu- 
tuality of interests, from participation by 
the company in employee self-help move- 
ments, from development of the family 
feeling, and from inspiring in each em- 
ployee, no matter how humble his task, 
the feeling that he individually is impor- 
tant to the business rather than an incon- 
sequential cog in its machinery. 

That the utility industry has done a 
fairly good job in taking care of its em- 
ployee relations is testified to by its com- 
parative freedom from labor trouble dur- 
ing recent years of widespread labor 
unrest. There been occasional 
flare-ups here and there, but none of a 


have 


serious character or having any wide- 
spread consequences. One reason for this, 
I believe, is that we have not assumed 
that payment of fair wages and mainte- 
nance of good working conditions dis- 
charge all the responsibility of manage- 
ment toward labor. 

It is generally recognized in industry 
today that the foreman is the real key 
man in promoting and maintaining sat- 


isfactory employee relations. He is in- 
dustry’s first sergeant. He comes into 
close contact with the workers. He 


knows them as individuals, and he knows 
many of their individual problems. If 
he is a good foreman he recognizes those 
problems as human problems, possibly 
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trivial in the overall picture of the in- 
dustry but of vital importance to the in- 
dividual. 

Grumblings and demonstrations of 
dissatisfaction by employee groups are 
not always inspired by the wage and 
hour scale. Far more often they are in- 
spired by a foreman who lacks the human 
touch and who is more or less of a tyrant 
in his small field of authority. Many 
groups of potential trouble makers have 
been converted into loyal and contented 
workers merely by a change in foreman. 
Personnel management is charged with 
no greater responsibility than that of se- 
lecting the right man for the foreman’s 


job. 


In a recent publication of the National 
Industrial Conference Board there ap- 
peared an interesting analysis of “what 
it takes to be a foreman.” The article 
was a résumé of the answers to a ques- 
tionnaire submitted by nearly two thou- 
sand industrial foremen. Two points 
brought out by the answers are pertinent 
here. I quote: 


“They (the toremen) want a chance to 
contribute their viewpoints and experience 
when company policy affecting employees is 
being formulated. They are the men, they 
argue, who are working every day with rank 
and file employees and should know, better 
than any one else, the point of view and 
method of reasoning of the average em- 
ployee. Moreover, they are the men who 
must carry the policy into effect after it has 
been decided upon. As they see it, nothing 
can be lost and much may be gained by 
getting the foremen’s ideas before definitely 
adopting a policy. 

“They want to be given more information 
about the company, its objectives and _ its 
problems. Their men are much more curious 
about many matters than they used to be. 
They are asking questions, and if the fore- 
man cannot answer reasonable questions in 
an intelligent way, both he and the company 
suffer in the eyes of the questioners. These 
foremen feel that management should take 
pains to keep them informed about business 
and company conditions and problems, and 
the underlying reasons for company policies 
that have been or are to be adopted when 
these policies affect their departments and 
their men. Also, they want more and better 
training themselves so that they can more 
fully measure up to what management ex- 
pects of them.” 


These views are interesting in their 
bearing upon our discussion of the utility 
They sug- 
gest how management, through the up- 
building of the morale of personnel, may 
improve the relationships of the entire 
organization within and without. Near- 
ly every item of the two paragraphs I 
have just quoted is applicable to our dis- 
cussion of the utility human problems. 
Keep the rank and file of employees in- 
formed of general matters pertaining to 
the company. Don’t stop conferences 
and consultations at the executive level 


industry’s human problems. 
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but let the process continue down 
through the ranks until the spirit and 
purpose generated at the top have per- 
meated the entire organization. Help all 
employee educational activities ; the educa- 
tional courses offered by employee or- 
ganizations, supported by company con- 
tributions, have accomplished splendid 
results in increasing the efficiency of 
workers. 

Other steps to be taken in behalf of 
the employee group include the setting 
up of pension or retirement funds on an 
actuarial basis, to which both company 
and employees contribute; the establish- 
ment of disability and loan funds, the 
maintenance of safety departments for 
training in safety regulations and first 
aid; the maintenance of vacation camps, 
etc. Such activities meet important hu- 
man problems and contribute measurably 
to the betterment of employee relations. 


Human Equation Is Ever Present 
in Customer Relations 

We now come to the third leg of our 
industrial tripod—that great body of 
utility customers to whom we look for 
revenue in payment for the service we 
render. It is here those problems multi- 
ply at the most rapid rate—for in every 
branch of our service to customers, the 
human problem must be reckoned with. 
We must concern ourselves with the 
quality of service in all its ramifications. 
We cannot attach too much importance 
to the treatment of our customers when 
they enter our offices or when they com- 
municate with us by letter and telephone. 
Counter clerks, service clerks, salesmen, 
bill collectors 





all that large group of 
employees who have contact with cus- 
tomers, are potent creators of good or 
ill will. A curt or abrupt letter in reply 
to an inquiry or complaint may breed 
dissatisfaction or resentment in the heart 
of the individual that is easily spread 
to others. Form letters, such as requests 
for payment of bills, shut-off notices, 
etc., may be couched in such hard-boiled 
language, or be so completely lacking in 
human touch, that both customers and 
friends are lost unnecessarily. 

We must accept complaints humbly 
and apologetically and make an earnest 
and sympathetic effort to solve customer 
problems to his satisfaction. We cannot 
assume that the customer is always right, 
but we can go a long way in that direc- 
tion—perhaps farther than we have yet 
gone, and we can make friends by so do- 
ing. 

But all good customer relations are 
not the fruit of courtesy alone. It is a 
common error to assume that customer 
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relations are wholly the business of the 
sales or operating or commercial depart- 
ments, when in fact the sources of irrita- 
tion can be traced not infrequently to 
acts of management or a Board of Di- 
rectors. <A _ utility’s policies regarding 
rates, service charges, service extensions, 
etc.—even though largely regulated by 
public authority—may be good or bad 
according to their qualities of justice, 
right and common sense. 


The operation of an electric or gas 
system of great extent is a complex busi- 
ness to the layman. Frank statements in 
explanation of policies which involve the 
interests of customers will do much to 
prevent misapprehension and to allay un- 
called for suspicion. A well informed 
customer is much less liable to find justi- 
fication for dissatisfaction or opposition. 

But it should not be taken for granted 
that the solution of the public relations 
problems of our industry lies in printers 
ink. The wise use of advertising space 
can be helpful, as can publicity releases 
that have spot news value or that tell a 
worth while industry story. But here we 
are making use of words, and it is not by 
our words but by our deeds that we are 
judged. All the advertising and public- 
ity in the world will not create public 
good will unless the acts behind what 
we say are worthy. We can advertise 
the courtesy and efficiency of our service 
men, the low cost of our service, its de- 
pendability, the comfort and convenience 
that we can bring to every home; but the 
advertising will be wasted expense if 
what we say is not borne out by what we 
do. And all the printed claims we may 
make and all the glamor and glory we 
may seek to throw around our business 
with high-sounding adjectives, will not 
offset the poor opinion or ill will created 
by a letter writer who mistakes stiff for- 
mality for dignity, a discourteous counter 
clerk or a service crew that tramples 
down a customer’s flower beds. 

The utility that gives to its customers 
more service than is expected finds its 
friends multiplying year after year. 
Home lighting surveys, adequate wiring 
inspection and advice, monthly bill sur- 
veys, advisory engineering service, all 
have their important place in the build- 
ing of good will. But perhaps most im- 
portant of all is in some way to impress 
the customer that we recognize him as 
an individual rather than as merely a 
name on a billing machine and that we 
are glad to have the opportunity to serve 
him. 

I have said that the genius who can 
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cure all the public relations ills in the 
utility industry has yet to appear. There 
is no formula or set of formulae to solve 
the complicated human problems of our 
industry. They are not such as can be 
solved by rule of thumb. But at least we 
have taken a step in the right direction if 
we know just what our problems are and 
are then able to direct our efforts toward 
their partial solution. 

Electric utilities have passed the time 
when their major problems were finan- 
cial and technical but are now face to 
face with the problem of preserving them 
as free enterprises according to American 
principles and traditions. Our immunity 
from attack by those who would socialize 
our industry depends not alone upon our 
defensive participation in political activ- 
ities but more upon our winning such a 
high place in public esteem that the po- 
litical seeds of distrust and dissatisfac- 
tion which may be strewn in our path 
will fall on barren ground. 


What Is Original Cost? 
(Continued from page 294) 


first or “original cost” to be that which the 
original owner paid when he first devoted 
the property to the public use (thus requir- 
ing that, wherever the accounting company 
acquired property for more or for less than 
the original amount paid by the vendor, the 
difference be segregated and classified in the 
accounts denominated “Acquisition Adjust- 
ment,” “Plant Adjustment,” and “Deprecia- 
tion Reserve” as may be found appropriate). 

2. To this must be added the proviso, 
though somewhat illogical and perhaps un- 
just, that the term be further qualified and 
tied down to “original costs” charged initially 
to fixed capital or operating plant accounts 
by the accounting company or its predecessor. 

3. There appears to be a tendency to 
qualify the term still further by the so-called 
standards of prudence, reasonableness, neces- 
sity, etc. 

4+. The meaning of the term is further af- 
fected by the shadowy zone of demarcation 
between replacements or repairs charged to 
maintenance, and replacements large enough 
to be handled in and out of the Plant Ac- 
counts. 


Summarizing the meanin,z of the term 
“original cost,” as qualified by all of 
these points, it would appear that what 
we have in the final analysis is simply 
our old friend ‘‘book cost,” battle-scarred 
with many adjustments due to the new 
accounting rules but nevertheless more 
appropriately characterized as “book 
cost” than as “original cost” properly or 
improperly so-called. 

The term “original cost’’ has been em- 
ployed in the present systems of accounts 
because of its purported importance in 

(Continued on page 320) 
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1940 Rates—Drifting or Sailing 


By Frank A. Newton 


Rate and Valuation Expert, Commonwealth and Southern Corp. 


Address before the Fifth General Session of the Eighth Annual Convention, Edison Electric 


HE ship has been buffeted by se- 

vere storms. It has been through 

heavy weather. It has been sub- 
jected to strong and adverse currents. It 
has been in dangerous waters and threat- 
ened by angry breakers. 

The last decade has witnessed the 
severest and deepest depression in the his- 
tory of the country. During this period 
unfair government competition and the 
threat of government competition has 
been fostered and encouraged by the Fed- 
eral authorities. The tax burden put 
upon the electric utility industry has 
nearly doubled in the decade, reaching 
an all time peak of $350,000,000 in 
1939. This was 16.3 per cent of the 
industry’s gross revenue. Operating ex- 
penses have risen sharply with higher 
wages and increased cost of materials 
and supplies. Reductions in rates have 
cut deeply into revenue. At the same 
time, vast sums of money have had to be 
raised to provide the facilities required 
to meet the constantly growing demand 
of homes, farms and commercial and in- 
dustrial establishments for more and 
more electric power. 

The trials through which the indus- 
try has passed have been most severe, 
sometimes disheartening. Yet despite the 
stress and strain of the most trying pe- 
riod in the history of the industry, the 
ship is still seaworthy. It has weathered 
the gales. Dangerous shoals have been 
avoided by skillful navigation. The crew 
is loyal and efficient. The officers are 
capable and resourceful. Nor have off- 
cers and crew lost their courage. 


It is well at this time to review the 
record of the decade. Let us see where 
our course has taken us and take some 
bearings to see where we are now. 

At the close of 1939, the industry was 
serving over 29,100,000 customers, the 
greatest number in its history. This is 
an increase of nearly 5,000,000 customers 
since 1929. Service had been extended 
to practically every city, town and ham- 
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let in the United States and to nearly 
1,800,000 farms. 
dence and farm customers has risen from 
20,145,000 to 24,599,000, an increase of 
over +,450,000 since 1929. 

The sales in 1939 reached a new high 
of over 106,000,000,000 kwhr, compared 
with approximately 75,300,000,000 in 
1929. The annual revenue has 
risen to nearly $2,300,000,000, which is 
the high mark for the industry. 


The number of resi- 


gross 


Great strides have been taken in en- 
gineering developments. More efficient 
operation has been attained. Fuel con- 
sumption for the industry has been re- 
duced from 1.69 pounds per kilowatt- 
hour in 1929 to 1.39 pounds per kilo- 
watthour in 1939.- Power plants have 
been designed and built which have 
brought efficiencies to a point not thought 
practical a decade ago. 

Courage and resourcefulnes has been 
shown in rate making. Rates have been 
This 
period has seen the development of the 
Objective Rate Plan and similar plans, 
the principal which 


made more and more promotional. 


characteristics of 


were first, that they were not only highly 
promotional in character but second, they 
enabled the industry to lower its residen- 
tial rates over a period of years without 
undue immediate reductions in revenue. 

The results of sales activities coupled 
with the development of more promo- 
tional rates have been nothing short of 
remarkable. The average consumption 
of electricity by the residential custom- 
ers has been increased from 499 kwhr 
per customer in 1929 to 890 per cus- 
tomer in the year 1939, an increase of 
391 kwhr per year per customer or 
nearly 80 per cent. During these 10 
vears 2,050,000 electric ranges were pur- 
chased by customers throughout the 
country and 14,281,000 electric refrig 
erators. During the last 3 years the in- 
customers have purchased 
ranges, refrigerators, lamps, water heat 
ers and small electric appliances in the 
stupendous amount of $1,934,694,700. 

One of the most striking facts of the 
depression was that the household users 
of electricity in the United States 
steadily increased their use of electricity, 
while at the same time they were pur- 
chasing less of nearly every other ser- 
During the five 
severest depression years, 1930 to 1934 
inclusive, the purchase of electricity for 
household use increased 31 per cent. 
During the same five years, the users of 
electricity in this country invested the 
sum of $2,667,000,000 in electric ap- 
pliances. During the same time, the 
average price they paid decreased 16 per 
cent. The householders of the United 
States exercised a choice during the de- 
pression. ‘They purchased more and 
more electricity in the face of declining 
incomes. They expressed beyond any 
question the measure of the value of 
electricity to them. 


dustry’s 


vice and commodity. 


All this was reflected in increased em- 
ployment in the manufacture, distribu- 
tion and sale of appliances and the elec- 
tricity 


utilized. The 


consumed and 
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industry contributed greatly towards 
alleviating unemployment during the de- 
pression period. It stands ready today 
to do more than its share in this respect 
if relieved of unjust and burdensome re- 
strictions and given opportunity to de- 
velop itself naturally and fully. 

All these efforts and accomplishments 
during the decade as thus outlined have 
been reflected in another way. During 
that period the price paid by the custom- 
ers of the industry was steadily lowered. 
The average price paid by the residential 
customers has gone down from 6.3c per 
kilowatthour in 1929 to 4c in 1939, a 
reduction of 2.3c or 36 per cent. This 
reduction has been made despite increases 
in taxes and increases in operating ex- 
It has been made in the face of 
the fact that at the close of 1939 the 
cost of living was increasing and was 44 
per cent greater than in 1913, while the 
average rate for residential electricity 
was at the lowest point in the history of 
the industry standing at an index of 46 
as compared with 100 in 1913. 

The record of this industry with re 
spect to the price of electricity, the homes 
and farms of the country, stands un- 
parallelled. No other industry whose 
service or product enters into the cost 


penses. 


of living can show a similar record. 

During the same time the number of 
commercial light and power customers 
increased from over 3,960,000 to nearly 
4,400,000 and the sales to commercial 
light and power customers from over 
56,000,000,000 to over 73,800,000,000 
kwhr and the average rate went down 
from 2.04c to 1.47¢c per kilowatthour. It 
is also highly significant that the reve- 
nue from residential and farm customers 
has risen from 33.1 per cent of the total 
revenue of the industry in 1929 to 
nearly 39 per cent of the industrv’s 
revenue in 1939. 


‘These are some of the outstanding ac- 
complishments of the industry during 
this trying decade. Surely in the face 
of this record we should be proud of the 
ship and its officers and crew. Surely 
in the light of these facts it is no time 
to be disheartened and to shorten sail. 

Yet it is good seamanship to maintain 
a sharp lookout and to watch for threat- 
ening shoals. It is well to take soundings 
and check our course. Some very sig- 
nificant changes have taken place in the 
use of electricity by the residential cus- 
tomers of this industry during the last 
decade. These changes in characteris- 
tics of use should be given careful con- 
sideration. There will be appended to 
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this discussion a study of the distribution 
of residential electric customers accord- 
ing to monthly use which merits your 
careful study. This study covered the 
years 1929, 1932 and 1938. A very 
significant change has taken place in the 
alignment of residential use of elec- 
tricity. The small customer represents 
a constantly diminishing factor while the 
large customer grows yearly more and 
more important. It will be noted that 
over 30 per cent of the residential cus- 
tomers in 1929 used 20 kwhr or less 
while but 19 per cent were using 20 
kwhr or less in 1938. It will be found 
further that where in 1938 less than 
55 per cent of the customers used 50 
kwhr or less that percentage was nearly 
80 per cent in 1929. Or to put it an- 
other way, where approximately 20 per 
cent of the customers were using over 
50 kwhr per month in 1929, over 45 
per cent were using in excess of 50 kwhr 
per month in 1938. 


Another very significant fact is that 
the total revenue in 1938 for customer 
use of 100 kwhr or less was almost iden- 
tical with the revenue from the same 
1929. In other 
words, the net increase in_ residential 
revenue from 1929 to 1938 was derived 
almost entirely from the customers using 
more than 100 kwhr per month. This 
situation is unquestionably due in large 
measure to the 


class of customers in 


great rate reductions 
made for the smaller users during the 
period as well as to the fact that more 
promotional rates increased the consump- 
tion per customer. Yet it points to a 
situation which needs to be studied. The 
greatest problem as far as _ residential 
rates is with the 
consumptions. 
There arises a problem of the relation 
between cost and revenue and there lies 
the situation which 
Some 
seem to be called for. 

Rate making is a complex and con- 
stantly changing problem. No amount 
of wistful hoping and no easy assump- 
tions can make a complex economic prob- 
lem simple. The very nature of the 
electric utility business makes the rate 
problem complicated. The industry 
serves a great variety of customers with 
widely varying characteristics of use. Its 
customers range from small apartments 
using a few kilowatthours per month to 
great industrial establishments using 
hundreds of millions of kilowatthours 
annually. 


concerned now lies 


rates for these larger 


constant 
soundings 


needs 


watchfulness. here 


New uses of electricity in the home, 
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on the farm, in stores and factories are 
constantly being developed. The politi- 
cal aspect of rate making does not con- 
tribute to making the problem of rate 
making any simpler. Much of the busi- 
ness of the industry meets keen competi- 
tion from other sources of power. A 
comprehensive knowledge of such com- 
petitive costs is essential at all times. 

Rule of thumb methods of rate mak- 
ing will not do. Rules of thumb can 
never replace for long, fundamental 
principles which are based upon thorough 
analysis of the facts and upon sound 
judgment based on experience and guided 
by knowledge. 

The rule of thumb assumption that 
reductions in rates will always result in 
increased sales and increased profits is 
not based upon facts. Unquestionably 
reductions in rates properly made tend 
to increase the customer’s use. How- 
ever, it does not follow that increased 
profit always follows increased use. Nor 
is it safe to assume that a rate reduction 
by itself will bring increased use. Other 
factors play an equal or even greater 
part. When we stop to realize that the 
price of the household refrigerator has 
been more than cut in two in the past 
few years, we must realize that rate 
reductions alone are not responsible for 
all the increased use. How much of this 
increased use has been due to the rate 
reductions and how much to other fac- 
tors, I do not know nor do you know, 
nor do Federal agencies know. This, 
however, we do know—that the rate re- 
ductions made during the last decade 
have cut the additional revenue from 
increased sales down to a point where 
it becomes harder and harder to recoup 
an equivalent revenue. Greater volume 
of new business, and greater sales per 
customer are necessary to overcome the 
effect of the rate reductions because a 
constantly growing proportion of the 
consumption is being sold at the low 
The cus- 


sale of ap- 


blocks of the rate schedules. 
tomers’ resistance to the 
pliances which will use these greater 
quantities of electricity increases as the 
market in the higher income brackets 
More dollars have to be 
spent to get this business which comes 
from the lower blocks of the rate sched- 
ules. 


diminishes. 


Air conditioning is a subject about 
which there is a great deal of guessing 
and insufficient factual studies. Air con- 
ditioning has been taken on particularly 
in the commercial field at rates based 
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more upon faith and hope than upon 
facts and figures. 

The rates now charged for commercial 
air conditioning are largely make-shift 
arrangements. It is time that the sub- 
ject was given serious study. A few 
studies indicate that if the commercial 
air conditioning is increased very mate- 
rially, very large expenditures will be 
required to furnish the distribution ca- 
pacity which the air conditioning load 
will necessitate. Some careful soundings 
appear to be necessary to see what the 
course should be with respect to rates 
for this class of business. At the same 
time, it should be realized that the com- 
petition of gas, particularly of natural 
gas for the air conditioning business will 
be stronger as time goes by and as the 
use of natural gas is extended. The air 
conditioning load fits into the natural 
gas business which has its high winter 
space heating load. Natural gas com- 
panies are able to supply gas for air con- 
ditioning in the summer at very low 
rates in order to fill up their summer 
valleys. 

With respect to electric water heat- 
ing there is, I observe, a very marked 
difference of opinion not only as to the 
rates for this service but as to the char- 
acter of the service to be furnished. The 
demand for electric water heating arose 
first, largely because of the desire of the 
sales departments to offer electric water 
heating at a reasonable price to go along 
with electric cooking. It was felt that 
in order to successfully compete with 
other fuels for cooking, it was necessary 
to be able to supply supplementary elec- 
tric water heating at a competitive price. 

It was believed that a competitive 
price for electric water heating would be 
about lc per kilowatthour. Many in 
the industry were convinced and are still 
convinced that it is necessary to control 
water heating service if it is to be sup- 
plied at this competitive price. They 
felt and still feel that the supply of this 
service must be kept within certain re- 
stricted hours so that the water heating 
load would not coincide with system or 
distribution peaks. 

A price of approximately Ic per kilo- 
watthour for controlled water heating 
service is quite prevalent today through- 
out the country. It is also common prac- 
tice to restrict this water heating 
service to certain specific hours. It is be- 
lieved commonly that this is economically 
sound. 


Yet some, largely governed by the 
circumstances in their own companies, 
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feel that controlled water heating ser- 
vice is not economical from the stand- 
point of the company. They point to the 
fact that controlled service calls for ad- 
ditional investment in time switches and 
meters. 

There is a growing belief, however, 
that the water heating problem is one 
which is chiefly mechanical rather than a 
rate problem. Many feel that a greater 
standardization in types of water heat- 
ers sold to the customers and a reduc- 
tion in the size of the heating elements 
is the most important phase of the ques- 
tion. Unquestionably there are being 
sold today more types of heaters than 
can be justified either from the stand- 
point of the companies, the customers or 
the manufacturers. I don’t believe the 
water heater manufacturers are to blame 
for this situation. It comes about, I be- 
lieve, chiefly from personal notions and 
ideas of individuals connected with the 
various companies both in the Sales De- 
partment and the Operating Depart- 
ment. It seems obvious that a reduction 
in the number of types of water heaters 
made and a standardization 
heaters will prove economical in manu- 
facturing and tend to reduce the price 
to the customer. 


of water 


In view of this situation, it seems to 
me that it is extremely desirable that 
soundings be taken and a very thorough 
investigation made by all the branches 
of the industry interested in this ques- 
tion. This is desirable in order that the 
companies may be able to furnish the 
most economical service and the custom- 
ers obtain the service at the lowest pos- 
sible price including the first cost of the 
heaters. 


Much has been said recently with re- 
spect to the probable effect of certain 
types of lighting on power factor, par- 
ticularly in the commercial field. This 
question has been given attention by a 
number of the State Regulatory Com- 
missions. Various rules and regulations 
and rate clauses have been suggested ta 
take care of this situation. ‘The Sales 
Departments have given the matter a 
great deal of attention. Careful sound- 
ings appear to be necessary to find out 
what the industry’s position should be in 
this respect and whether we are in safe 
waters in the handling of this particular 
class of load. Some feel that the cor- 
rective measures should consist mainly 
of provisions in the rate schedules, per- 
haps in the form of penalties for poor 
power factor and premiums for good 
power factor. There are others who 
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feel that this is a problem entirely out- 
side of any rate control—that is, it is a 
matter of supervision and the application 
of proper rules and regulations. It is 
clear, however, that whatever is done in 
this respect should not be confined to 
any one class of customers. If poor 
power factor conditions should be cor- 
rected, it seems obvious that the correc- 
tion should be made wherever it may 
occur regardless of the class of custom-. 
ers, light or power, residential or com+ 
mercial. 

The electric utility industry has been 
criticized for lack of uniformity in the 
terms and definitions used in the con- 
struction and application of its rates, 
rules and regulations. This criticism has 
come not only from state regulatory 
agencies but it has also come from in- 
dustries and mercantile corporations hav- 
ing plants, stores and factories in a num- 
ber of widely scattered localities and 
who purchase electricity from a number 
of different companies. That such lack 
of uniformity exists is beyond question. 
The Federal Power Commission a 
few years ago issued a glossary of terms. 
The American Standards Association has 
done some work in this respect. The 
Rate Committee of the National Asso- 
ciation of Railroad and Utilities Com- 
missioners in 1939 submitted a suggested 
glossary of such terms and definitions. 
Your Rate Committee cooperated with 
that committee in the preparation of that 
glossary. Nothing in particular has re- 
sulted from these efforts. I feel that 
this matter is important enough to this 
industry that this Institute adopt and 
issue a glossary of such terms and defini- 
tions. I am convinced that only by this 
procedure will the desired uniformity 
and standardization be effectively pro- 
moted within the industry. 

Comparison of rates as between dif- 
ferent localities and different companies 
has been condemned again and again by 
State Regulatory Commissions and by 
the Courts. The reports which have 
been issued by the Federal Power Com- 
mission have served, though perhaps un- 
wittingly, to increase the often reckless 
use of rate comparisons without regard 
to the other factors, which if not also 
presented and analyzed make the rate 
comparisons valueless. “These compari- 


sons promote ill feeling between com- 
munities and between classes of service 
and between classes of ownership. 

It was a distinct advance in rate com- 
parisons when the Federal Power Com- 
mission presented its data by means of 
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typical monthly bills. But that data has 
* decided faults and shortcomings if used 
indiscriminately or if used to promote 
conclusions not justified by the facts. 
The Federal Power Commission has 
said emphatically that fact finding and 
; not rate fixing is the purpose of its rate 
The Commission has said re- 
peatedly “Differences in charges may be 
various factors, 
can be eliminated by 
management while others arise from con- 
ditions over which they have little or no 
control. Such variations make it advis- 
i able to exercise some caution in making 
comparisons of rates between communi- 
ties as well as between different types of 


survey. 


ascribed to some of 


which company 





service.” 

The Commission has noted in its re- 
ports that many factors may influence 
these the 
source and cost of power, distribution 


rates and mentions among 
costs, the number of customers per mile 
of line and per square mile of territory 
served, the proportion of urban and ru- 
ral customers, the economic conditions in 
the communities served, the proportion 
££ of small 


and other factors. 


retail and industrial business 


While the Commission has thus cau- 
tioned against comparison of rates be- 
tween communities and while it has 
called attention to the various factors 
which may influence rates it, however, 
has proceeded to carry its comparisons to 
It has 
done what it warned against doing. It 
makes comparisons not only as between 
communities but as between states, as 
between geographic divisions and as be- 
tween private and municipal operation. 
It reports the lowest and highest bills 
prevailing in each state thus calling 
direct attention to those communities and 
to those companies which may have the 
lowest and the highest rates. At the 
time, nothing is _pre- 
sented to show what conditions may pre- 


great length and in great detail. 


same however, 
vail in the various states and sections of 
the country. The Commission 
. and emphasizes by 


repeats 
tables, charts 
which by _ its 
warning should be used with caution. 
Nor does the Commission direct at- 
tention to the fact that a large propor- 
tion of the rates throughout the country 
» have been fixed by orders of the various 
State Regulatory Commissions. 
Commissions are fully familiar with the 
conditions of service in the various com- 
. munities. The rates therein have been 
subject to their jurisdiction over a long 
term of years in most cases. “They are 


and 


maps comparisons own 


These 
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fully advised of the cost of the service 
and the various factors which influence 


local rate levels. The rates thus fixed by 
the State Commissions have in a great 
many cases been the result of long and 
thorough Probably no 
more subtle method of attempting to dis- 
credit state regulation has ever been 
devised than these rate comparisons re- 
ported by the Federal Power Commis- 
The advocates of public ownership 
of all electric utilities have always re- 
alized that one of the chief obstacles they 
had to overcome was state regulation, in 
order to accomplish their goal of com- 
plete destruction of private ownership. 
Neither does the Federal Power Com- 
mission note the fact in its comparisons 
that municipal plants are practically free 
from state regulation either as to their 
rates or accounts and that no direct com- 


investigations. 


sion. 


parison between municipal and private 
rates is valid unless the cost and other 
factors are on a uniform and common 
Nor does the Commission call at- 
tention to the fact, when such is the fact, 
that the rates charged in any community 
may have been determined upon a by- 
product basis, that is where the produc- 
tion of electricity is the by-product of 
some other undertaking. Nor does the 
Commission call attention to the fact, 
and it is often the fact, that the taxpay- 
ers in the communities have contributed 
towards or 


basis. 


continue to contribute 
towards the investment in the property 
and towards the operating expenses of 


the publicly owned plant. 


It is also true, of course, that a com- 
parison of typical residential bills in vari- 
ous communities is no true measure of 
rate levels unless the distribution of sales 
is known and reported. Of what value 
is it, for example, to compare the bills 
for 100 kwhr in different communities 
unless it is known how many customers 
use 100 kwhr per month in such com- 
munities. One community may show a 
low monthly bill for 100 kwhr use per 
month and not have 5 per cent of its 
customers using that much, while at the 
same time it may show bills for 40 kwhr 
per month which are relatively high and 
the majority of its customers are using 
around that amount. 

While I am on the subject of rate 
comparisons I would like to comment on 
the comparison between the rates of pri- 
vate and municipal plants. I do this be- 
cause recently such a comparison has 
been made and published and given wide 
circulation throughout the country and 
reproduced in the Congressional Record. 
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It reputes to be a comparison based upon 
reports of the Federal Power Commis- 
sion. 

The Power Commission re- 
ported that while in 1936 the municipal 
plants paid only 1.2 per cent of their 
base revenue in taxes as compared with 
14.4 per cent for the privately owned 
plants, that the municipal plants had 
furnished free service amounting to 8.8 
and made “contributions” of 
16.8 per cent of their base revenues. 

The figure for “free service” is, of 
submitted by the 
municipal plants but not reported to 
any regulatory authority or prescribed 
in any standard classification of ac- 
counting. Nor is it reported what the 
offsets to this “free service” 
were in the nature of services which 
were rendered by the municipalities to 
the municipal plants such as the service 
commonly furnished in such cases by the 
municipal street departments, the munic- 
ipal legal departments, the city treasurer, 
free rent, etc. 


Federal 


‘ 


per cent 


course, an estimate 


so-called 


The significance of the heading ‘“‘cash 
contributions” used by the Federal Pow- 
er Commission is clear. That word is 
“estimated.” The privately owned utili- 
the “gold fish bowl.” 
Every dollar they spend is recorded and 
reported under governmentally prescribed 
accounting rules and classifications. Pri- 
vately owned utilities report regularly 
and under oath to State and Federal 
Commissions and Bureaus. Their ex- 
penditures are examined thoroughly in 
many rate cases and investigations. But 
in the case of municipal plants the word 
is “estimated.” They make no reports 
to State and Federal Regulation agencies 
except in few instances. No reference is 
made to the fact that in the year 1936 
the taxpayers of the nation contributed 
in taxes to the Federal government the 
sum of $181,000,000 for publicly owned 
electric plants. 


ties operate in 


Let us examine further into some ot 
these estimated ‘‘net cash contributions” 
of municipal plants to the municipalities. 
It will be found that 27 per cent of the 
total of the country thus reported was 
made in two states. The fact is not men- 
tioned, however, that very large loans 
were made by Federal agencies to mu- 
nicipal plants in the same two states. It 
is interesting to note what these esti- 
mated ‘“‘net cash contributions”? amount- 
ed to in two states. In Florida the esti- 
mate was $2,587,000 while in the great 
populous state of New York the esti- 
mate was $276,000. In North Carolina 
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the estimate submitted by the municipal 
plants was $1,279,000 while in the 
State of Illinois the estimate of the mu- 
nicipal plants of such cash contributions 
was $224,000. 

In any event what relation is there 
between such estimated “cash contribu- 
tions” of municipal plants and the taxes 
paid by the private plants? Contribu- 
tions are made only when, as and if 
there may be a profit from the opera- 
tion of the plant. This is very different 
from taxes which must be paid by the 
private plants to a multitude of taxing 
‘bodies. Contributions are made out of 
surplus, if any, and are comparable only 
with dividends—certainly not compara- 
‘ble with taxes. 

As a matter of fact, the Federal Pow- 
er Commission’s report issued on May 
29, 1939, showed that in 16,831 com- 
munities served by privately owned 
plants 85 per cent paid less for 25 and 
100 kwhr per month than the communi- 
ties in the same classification served by 
municipal plants. For a usage of 250 
‘kwhr per month 95 per cent of the com- 
‘munities were better off under private 
ownership. Of 1947 communities served 
by publicly owned plants, 68 per cent were 
paying higher bills for 25 and 50 kwhr 
than communities of comparable size 
served by private plants. 

There are three fundamental rules 
for successful rate making. Probably 
the most important and one of the prime 
requisites is that the rates shall be com- 
pensatory. Obviously from the stand- 
point of the investors this is a funda- 
‘mental principle. Of what avail is it to 
develop tremendous volumes of business 
if such business does not pay its way? 
‘This, of course, does not mean that 
there may not be occasions when courage 
in rate making should be exercised. 
“There have been and there will be in the 
future, opportunities to develop business 
which may not be profitable temporarily 
but which on the basis of careful analy- 
sis of the facts shows clearly that within 
a reasonable time it will be successful 
and profitable. Such courage needs to 
be exercised at times and successful rate 
making involves such courage. 


In the second place, it is, of course, 
fundamental that successful rate making 
shall recognize sound economic princi- 
ples of marketing. Successful rate mak- 

_ing should not only develop business 
along a sound economic basis but suc- 
cessful rate making should also prevent 
the development of unsound markets. 
‘One is just as important as the other. 
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Rate making may be deemed success- 
ful if the rates made are compensatory 
and if they develop sound markets. But 
these two tests are not the only tests of 
successful rate making. There remains 
a final test that the rates shall not be 
unjustly discriminatory. If rates are 
found to meet the first two tests success- 
fully but fail to meet this test of dis- 
crimination, then they are not successful 
rates. It is not only, of course, against 
the law to discriminate unjustly but it 
is against good sense and good business. 

Successful rate making must, of 
course, keep in mind that flexibility is 
essential. The electric utility business is 
by no means static. The market is con- 
tinually changing. Rate making must 
recognize this fact and the rates them- 
selves must not become static or station- 
ary, or one of the prime rules of rate 
making will be violated. 


It is also sound rate making to recog- 
nize the fact that it is not only neces- 
sary but it is good business from the 
standpoint of both the customer and the 
industry to recognize the rule that rates 
may properly be worked out on addi- 
tional cost or increment cost basis. Any 
management which fails to recognize the 
fact that increased volume of sales taken 
on a proper basis will reduce unit costs 
and result in benefit to all classes of cus- 
tomers is shortsighted. At the same 
time, it must be remembered that the 
increment cost or additional cost basis 
of rate making is one to be used with 
great care. It is a two-edged sword that 
may swing around and cut your own 
legs off. When the development of the 
business reaches the point where plants 
and systems are becoming quite fully 
loaded and large increased investments 
are in the offing, then is the time when 
the additional cost basis must be used 
with great discretion. Sometimes too 
much attention is paid to operating ex- 
penses in the study of additional cost 
and not enough to increased investments 
which are being made necessary by the 
additional business so secured. It must 
also be remembered that operating ex- 
penses and taxes are also not static and 
there seems to be no hope that they will 
become so, at least not in the near future. 
Sometimes the additional cost basis is 
used with too much hope and faith as to 
future operating expenses, taxes and 
fixed charges. Since the electric utilities 
have gone into the heating business so 
widely in competition with other fuels 
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which has been one of the great devel- 
opments in the last decade, very marked 
reductions in residential rates, particu- 
larly, have been made to develop this 
increased volume of business of this 
character. What needs to be guarded 
against is that the increased business of 
this character does not bring with it short- 
ly very material increases in investment 
made necessary by it alone and thereby 
increase fixed charges. This situation is 
being given serious consideration by a 
number of people in the industry and 
within the past two or three years mea- 
sures have been taken in a number of 
cases to protect the companies against 
this danger. These measures have taken 
the form of additional demand charges 
on residential and rural custamers whose 
demands may exceed a certain amount 
or they have taken the form in some 
cases of providing that in no instance, 
shall a customer’s average rate go be- 
low a certain price per kwhr regardless 
of how the schedule itself may work out. 
Other provisions have been made of the 
same nature. These measures are but 
manifestations of a realization that the 
character of the business taken on at the 
lowest blocks of the rates is bringing 
about material increased fixed charges 
which may not be entirely compensated 
for at the rates named. 


I have indicated several problems 
which to me seem to call for more thor- 
ough and comprehensive study. These 
investigations cannot be made nor these 
situations met by any particular depart- 
ment of the industry acting alone. Few, 
if any, of the problems are entirely with- 
in the scope of the activities and the 
jurisdiction of any particular committee 
of the industry. Greater cooperation and 
coordination of the different committees 
and different departments of the indus- 
try is called for. 

If we are going to take accurate bear- 
ings and avoid dangerous waters, this 
cooperation and coordination should be 
inaugurated. Such closer relation is be- 
ing initiated at this time. I am con- 
vinced it will bear such fruit. 

The gales have subsided. The seas 
are not running as high. The sky is 
becoming clearer and successful naviga- 
tion is not as difficult. It is possible to 
take more accurate bearings and chart 
the course of the ship with greater cer- 
tainty. The officers are able, the crew 
is willing and the ship is sound. There 
seems to be no reason whatsoever why 
it should not proceed under full sail if 
all concerned will cooperate to that end. 
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APPENDIX TO MR. NEWTON'S PAPER 


Distribution of Residential Electric Customers 
According to Monthly Use 


Scope and Method of Computation— 
Division of Customers by Kwhr Blocks 


The figures for 1938 are based upon 
reports received from companies repre- 
senting 6,000,000 residential consumers 
and distributed all the United 
States. Where necessary, the reports 
were adjusted to represent the fall of 
1938 and their block-by-block total was 
then extended to the entire number of 
residential consumers (22,110,000) on 
the assumption that the samples consti- 
tuted a true cross section of the total. 

The percentages of consumers falling 
within the various blocks checks reason- 
ably well with that published by the 
U.S. Bureau of Labor Statistics for the 
51 cities for which “cost-of-living” data 
are secured, being everywhere within 1 
per cent. 


over 


1929 used 
kwhr_ per 


The “median” customer in 
29 kwhr per month or 350 
In 1932 he 32 kwhr per 
month or 385 kwhr per year. By 1938 
he had increased his use to 46 kwhr per 
month, or 550 kwhr per year. Due to a 
peculiar method of sampling by one of 
the larger companies, the 1938 curve 
is not smooth. The table emphasizes the 
progressive diminution of the 15-30 class 
which, in 1929, comprised 35 per cent 
of all customers and had shrunk to 21 
per cent by 1938. It also shows the mi- 
gration of this group into the area be- 
tween 50 and 100 kwhr per month. 


year. used 


Kwhr Used (Table 2) 

This table is derived from Table 1 
by multiplying the customers by the av- 
erage kwhr of the block. The total is 
the monthly average as reported by the 
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Revenues Received (Table 3) 

This follows from the kwhr table 
(Table 2) by multiplying the kwhr by 
the average price in each block. This 
average price has been taken from a 
smooth curve based upon the data re- 
ported by the Federal Power Commis- 
sion for all cities of more than 50,000 
population, and so placed that the total 
revenues tally with those reported for 
residential service by the E. FE. I. 





















































CoMPARISON OF E. E. I. ann U.S. B. L. S. Percentaces or Tora 
CusTomMErRsS—1938 
Kwhr/Month E.E.I. U.S.B.L.S. Kwhr/Menth CE. U.S.B.L.S. 
0-10 6.0 [3 61- 80 13.5 12.6 
11-20 13.0 12.6 $1-100 8.4 8.4 
21-30 13.9 14.6 100 & iess $4.9 $4.0 
31-40 11.8 12.1 100-150 8.6 9.4 
40 & less 44.7 45.1 151-300 5.0 5.4 
41-50 9.8 9.8 Over 309 1.5 1.2 
51-60 8.5 8.1 Potal 100.0 100.0 
Recare fe r 1929 and 1932 were made upon «a similar omewhat smaller) cross-section Details 
are shown by Table 1. 
Taste 1—DiIstrRiBUTION OF RESIDENTIAL ELEctRIC CUSTOMERS 
BY AVERAGE MONTHLY CONSUMPTION 
1929 1932— 1938 
Cus- N % % 
Kwhr/Month tomers Total Customers Total Customers Total 
0- 5 550,000 28 500,000 2.6 480,000 2.2 
6- 10 1,100,000 5.6 1,015,000 5.3 $35,000 3.8 
10 & less 1,650,000 8.4 1,515,000 73 1,315,000 6.0 
l1- 15 1,780,000 9.1 1,475,000 i § 1,300,000 5.9 
16- 20 2,485,000 12.7 2,240,000 11.7 1,575,000 7.1 
20 & less 5,915,000 30.2 5,230,000 27.3 4,190,000 19.0 
21- 25 2,390,000 12.2 2,010,000 10.5 1,515,000 6.9 
26- 30 1,955,000 10.0 1,735,000 9.1 1,555,000 7.0 
30 & less 10,260,000 52.4 8,975,000 46.9 7,245,000 32.9 
31- 35 1,725,000 8.8 1,515,000 7.9 1,320,000 6.0 
36- 40 1,490,000 7.6 1,280,000 6.7 1,280,000 5.8 
40 & less 13,475,000 68.8 11,770,000 61.5 9,860,000 44.7 
4+1- 45 1,175,000 6.0 1,070,000 5.6 1,100,000 4.9 
46- 50 900,000 4.6 860,000 4.5 1,075,000 4.9 
50 & less 15,550,000 79.4 13,700,000 71.6 12,035,000 54.5 
51- 55 665,000 3.4 730,000 3.8 970,000 4.4 
56- 60 550,000 2.8 615,000 3.2 915,000 4.1 
60 & less 16,765,000 85.6 15,045,000 78.6 13,920,000 63.0 
61- 65 450,000 2.3 515,000 2.7 $60,000 3.9 
66- 70 350,000 1.8 460,000 2.4 800,000 3.6 
70 & less 17,565,000 89.7 16,020,000 $3.7 15,580,000 70.5 
71- 75 275,000 1.4 385,000 2.0 710,000 &. 
76- 80 215,000 1 305,000 1.6 615,000 28 
80 & less 18,055,000 92.2 16,710,000 87.3 16,905,000 76.5 
S1- $5 175,000 0.9 250,000 1.3 555,000 2.5 
86- 90 140,000 0.7 210,000 1.1 495,000 ye 
90 & less 18,370,000 93.8 17,170,000 $9.7 17,955,000 $1.2 
91- 95 115,000 0.6 190,000 1.0 440,000 2.0 
96-100 115,000 0.6 175,000 0.9 385,000 7 
100 & less 18,600,000 95.0 17,535,006 91.6 18,780,000 $4.9 
100-150 450,000 2.3 $75,000 4.6 1,900,000 3.6 
151-300 400,000 2.1 530,000 ya 1,100,000 5.0 
Over 300 120,000 0.6 200,000 1.0 330,000 1.5 
Total 19,570,000 100.0 19,140,000 100.0 22,110,000 100.0 
Median 29 kwhr 32 kwhr 46 kwhr 
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Table 2—Distribution of Residential Kilowatthours by 
Average Monthly Consumption 











—1932 



























































1929 a Saeaeae ae 
kwhr % kwhr % kwhr 
Kwhr/Month (millions) Total (millions) Total millions) 
o- § 2 0.3 2 0.2 1 
6- 10 8 1.0 7 0.7 7 
10 & less 10 1.3 9 0.9 8 
1l- 15 22 2.8 18 1.9 17 
16- 20 43 5.4 39 41 27 
20 & less 75 9.5 66 6.9 52 
21- 25 54 6.38 $5 4.7 
26- 30 54 6.8 48 5 42 
30 & less 183 23.1 159 16.6 129 
31- 35 56 7A 49 $.1 43 
36- 40 56 7A 48 5.( 4 
40 & less 295 37.3 256 26.7 22 
41- 45 50 6.3 45 4.7 46 
46- 50 43 5.3 +1 4.3 $1 
50 & less 388 48.9 42 5.7 317 
S1- 55 35 +4 s +.0 51 
56- 60 32 3.9 35 3.7 53 
60 & less 455 57.2 415 43.4 421 
61- 65 28 3.5 32 3.3 5+ 
66- 70 24 29 31 3.2 5+ 
70 & less $07 ; 63.6 4378 39.9 $29 
71- 75 20 2.5 23 2.9 $2 
76- 80 17 2.1 24 2.5 48 
80 & less 544 68.2 530 5 629 
81- 85 14 1.8 21 2.2 4¢ 
86- 90 12! 1.5 18 19 4 
90 & less 571 71.5 569 $9.4 719 
91- 95 10 1.4 18 1.9 41 
96-100 11 1.4 17 1.8 38 
100 & less 59214 74.3 605 63.) 798 
101-150 58 7.7 116 12.1 253 
151-300 844 10.7 110 11 23 
Over 300 59 7.3 127 13 257 
Total 794 100. 958 166 1,538 
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Table 3—Distribution of Residential Revenues 









































































































































~~ 1929——___ ————1932— ————1938 
Thousand Ge Thousand Te Thousand % 
$ Total > Total $ Total 
550 12 500 0.9 480 0.7° 
1,100 2.2 1,015 1.9 835 1.3 
1,650 3.3 1,515 2.8 1,315 2.0 
2.300 4.6 1,840 3.4 1,550 24 
3,875 7.8 3,350 6.3 2,120 3.4 
7,825 15.7 6,705 12.5 4,985 7.38 
4,375 8.7 3,465 6.5 2,400 3.7 
4,025 8.0 3,415 6.4 2,725 4.2 
16,225 32.4 13,585 25.4 10,110 25:7 
3,975 8.0 3,300 6.2 2,525 3.9 
3,775 7.5 3,075 5.8 2,665 41 
23.975 47.9 19,96: 37.4 15,300 23.7 
200 6.4 2,800 SZ 2,415 3.8 
2,665 $3 2,450 4.6 2,585 4.0 
29,840 $9.6 25,210 $7.2 20,300 31.5 
2,100 4.2 2,2( +1 2,500 3.85 
1,875 3.7 1,975 3.7 2,500 3.85 
3,815 67.5 29,385 55.0 25,300 39.2 
1,600 3.2 1,760 3.3 2,500 
1,330 2.7 1,675 3.1 2,450 3.75 
36,74 73.4 2.820 61.4 30,250 46.8 
1.100 2.2 1,480 2.8 2,290 3.5 
900 1.8 1,235 2.3 2,085 3.2 
745 77.4 35,535 66.5 34,625 $3.5 
770 1.5 1.075 2.0 1,970 3.1 
645 1.3 930 1.8 1,850 2.9 
40,160 0.2 37.550 70.3 38,445 59.5 
545 1.1 890 1.7 1,700 26 
575 1.2 Sé 1.7 1,550 24 
41,28 $2.5 39,31 73.7 41,695 64.5 
2,801 5.4 5,30 9.9 9,560 14.6 
3,625 7.3 4,500 8.4 7,500 11.6 
2,315 4.6 4.265 8.0 6,080 9.3 
$0,020 100.0 $3.365 1006.0 64,835 106 
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Continuity of Service as Related to 
Its Cost and Value 


By H. R. Woodrow 


Vice-President, The Consolidated Edison Co. of New York, Inc. 


Address before the Second General Session of the Eighth 


Annual Convention of the 


Edison Electric Institute, Atlantic City, N. J., June 4, 1940 


N a moment of frankness, a clergy- 
man once told me that the reason a 
sermon has a text is because it 
should contain at least one statement of 
fundamental truth. He stated further 
that if the text was simple and well 
chosen, there was a bare chance that the 
congregation would remember that much 
of his remarks and perhaps be guided by 
it in their week-day affairs. Following 
this sage advice, but with no pretensions 
as a preacher, I offer this as the text of 
my remarks. 

efforts to 


more and more reliable, we spend more 


In our make our service 
than the increased reliability is worth 
to our customers. Tiffany Service Costs 
More Than John Q. Public Wants to 
Pay. 

We have done a lot of bragging in this 
business. I believe most of it has been 
We have a right to be proud 


But I believe 


enthusiasm we 


justified. 
of our accomplishments. 
that in our have been 
carried beyond a sound economic posi- 
even beyond a sound public 
relations position, in the field of the 
We have 
been emotional, rather than objective, 
about It. 


tion, yes, 


quality of service rendered. 


So when I mention in passing some 


ot our present standards of service, 
please bear in mind that I am not 
ging about them. I am stating them 
facts with which we must 
reckon, facts which have some of the 
characteristics of liabilities, although we 
have been accustomed to think of them 


brag- 


simply as 


as pure assets. 

In conjunction with our striving for 
perfection, we have for many years kept 
records in our system companies of the 
year by year performance of our several 
Data for 
the vear 1939 are typical and represent 


types of distribution system. 


results which have been surprisingly uni- 


form for the past ten years. On the 
direct current network, six of every one 
thousand customers have their service 
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interrupted sometime during the year. 
In other words, six-tenths of one per 
cent of our direct current customers 
suffer a service interruption each year. 
Putting it another way, on the average, 
wait 
one hundred and sixty-six years to have 
a service interruption. Can you blame 
him for not waiting? Think of the men- 
tal strain—like waiting for the other 
shoe to drop. 


a direct current customer has to 


lf it would only happen 
more frequently, he would get used to 
it and think nothing of it. Probably he 
would sleep right through it. But seri- 
ously, is it surprising, in view of that 
record of flawless service, that the cus- 
tomer feels very much put out when it 
Is it any more surprising, 
if he is an important large customer and 
a potential private plant threat, that our 


does happen ? 


with 
alarm and want something done about 
I don’t think so. I be- 
lieve it is a perfectly natural, human re- 
But the cost of meeting that 
reaction may be high. 


executives also incline to view 


it right away ? 


action. 


This tradition of perfect service was 
carried over into the development of the 





alternating current network. Before we 
were permitted to supply load in the im- 
portant, high load density, business areas 
of the city, we had to demonstrate that 
the quality of service that could be sup- 
plied by an alternating current system 
was as good as that which was being 
supplied from the direct current system. 
Engineers like a challenge of that kind. 
We went to work with a will and the 
record shows that we knocked the spots 
off the direct current system. In 1939, 
less than two of every thousand custom- 
ers supplied from the alternating current 
network experienced a service interrup- 
tion, as contrasted with six per thousand 
on direct current. 
A few years back I was very proud of 
this. Who wants to 
wait five hundred years or more for the 
lights to go out? I don’t. 

Of course, the primary motive behind 
the development of the alternating cur- 
rent network was not improvement of 
quality of service but reduction in cost 


Three times as good! 


Now, I wonder. 


of distribution, both investment cost and 


annual operation and = maintenance. 
Here we accomplish something tangible. 
Under the conditions existing in New 
York, the alternating current network, 
as we have developed it, requires an 
investment of approximately seventy-five 
per cent of that involved in a direct cur- 
rent network, including substations for 
the later and excluding generating sta- 
The annual 


tion costs in both cases. 

operating and maintenance costs of the 
alternating current network are only 
about sixty per cent of those for the 


direct current system. 


In the lower load density, outlying 
areas of the city we still use the conven- 
system of alter- 
which 


tional radial or tree 


nating current distribution we 
believe affords our customers an entirely 
adequate standard of service reliability. 
Experience shows that on the average, 
customers served by this system may ex- 


pect a service interruption every three 
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or four years. “The cost of this system, 
where it can be constructed overhead 
rather than underground, is only twenty 
per cent of that of an underground alter- 
nating current network for the same 
load density. 

If we could only devise some scheme 
to lengthen that period between inter- 
ruptions from three or four years to say 
thirty or forty years, instead of jumping 
to three or four hundred years, and 
without increasing the investment cost 
more than proportionately, everything 
would be lovely. 

It’s a lot of fun to plan a yardstick. 
I speak from experience. We have de- 
vised some perfectly grand schemes for 
reducing costs of new _ construction. 
They all worked fine on paper. A few 
of them got beyond the paper stage and 
showed promise. But most of the time 
it seemed that for every nickel we 
knocked off somebody added a dime. 
For example, after the exercise of con- 
siderable ingenuity by ourselves and the 
manufacturers, a mutually compatible 
underground transformer and manhole 
were designed which affected a saving of 
$300 in the combination, installed and 
connected for service. Immediately 
thereafter, but purely by coincidence, 
the City imposed an annual rental on 
the space occupied by transformer man- 
holes, the capitalized value of which is 
about $900 in Manhattan and $450 in 
the other boroughs of the city. Sharpen 
our pencils as we will, we haven’t yet 
figured a way to get back to where we 
were before we started. Incidentally, 
the city collects more than $450,000 a 
year from us on that little item. There 
is no expense at all incurred by the city 
in connection with these rentals because 
we still pay the same permit and inspec- 
tion fees in vogue before the idea of 
space rental arose. Happy are those 
yardstick planners who don’t have to 
worry about such trivial matters. 

The alternating current nework is one 
of our own yardsticks, designed for pure- 
ly local use to take the measure of our 
direct current system. It served its pur- 
pose but it was a lot better on paper 
than in actuality and I don’t mean it 
was planned by wishful thinking. We 
just could not foresee the effect of a few 
factors which the crystal gazers, includ- 
ing myself, felt had been taken care of. 
There being no rubber in our yardstick, 
we added a few inches. 


Take the matter of reserve capacity 
in the system. We originally planned 
on maintaining satisfactory service volt- 
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age and on conservative short times over- 
load on transformers with one feeder 
out of service. Now, and for some years 
past, we have been designing for a co- 
incident outage of two adjacent feeders. 
This results in an increase of about 
twenty per cent in investment cost and 
is also reflected proportionately in the 
cost of maintenance and operation. 

How did we happen to make that 
mistake? Simply, by the usual yard- 
stick method of assuming that conditions 
are comparable when they are not. Our 
low voltage direct current feeders were 
short and carried loads of a few hundred 
kilowatts. Our high voltage alternating 
current feeders are long and carry loads 
of several thousand kilowatts. What 
difference does that make? Well, here’s 
the story. 


Not only has New York City a large 
population but it also has a rapidly in- 
creasing population which means con- 
tinual load increase. There is also a 
rather large and continuous shifting in 
load centers which require rearrange- 
ment of facilities. For example, in 1900 
the women’s garment industry was lo- 
cated south of 14th Street between La- 
fayette Street and Fifth Avenue. By 
1912, the movement to the north of 14th 
Street was well under way. By 1922, it 
had practically disappeared south of 
14th Street and had reached as far north 
as 38th Street accompanied by a west- 
ward drift toward 7th Avenue. Now it 
is concentrated north of 34th Street to 
40th Street between 5th and 9th Ave- 
nues. In the areas from 35th to 39th 
Street between 7th and 8th Avenues, 
the load trebled in 3 Similar 
movements have been experienced by the 
principal retail shopping districts, news- 
papers and printing establishments and 
many other types of business, but Wall 
Street, with its usual conservatism, stays 
put. The great number of public im- 
provements which have been made dur- 
ing the past few years as part of the 
“make-work program” have resulted in 
large expenditures by the company in 
connection with these projects. During 
the peak years of the program, these 
company expenditures represented ap- 
proximately 15 per cent of the annual 
amount budgeted for all 
purposes. 


years. 


distribution 


All of these factors mean that feeders 
are frequently taken out of service to 
connect additional transformers for new 
load, to disconnect transformers no 
longer needed at a location, to rearrange 
or relocate cables because of load growth 
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or physical interference wiih other 
projects, for normal maintenance and re- 
pairs and last, but not least, because of 
the hazards due to the entrenching army 
of occupation known as the WPA. 
Longer feeders, more exposure and more 
load affected. Hence, the necessity for 
more insurance in the form of additional 
feeders and transformers. 

Another aspect of quality of service 
enters the picture at this point, namely, 
voltage regulation or steadiness of volt- 
age. Voltage regulation and continuity 
of service are more or less related from 
a cost standpoint, depending upon the 
layout of the system. They are more in- 
timately related in a network system 
than in a radial system and it is ex- 
tremely difficult to separate the con- 
tribution each makes to the total cost. 
The additional reserves of feeders and 
transformers I have just mentioned keep 
the voltage within closer limits as well 
as insure a greater degree of continuity. 
On the other hand, on a radial system 
they are less closely related and their 
separate effects may be more easily 
studied. 

Again, as a result of our direct cur- 
rent background and the tradition of 
perfect service it established, we have 
had to live up to very exacting standards 
of voltage regulation on our alternating 
current systems. We initiated these 
standards, we boasted about them, every- 
one takes them for granted and we dare 
not relax. 


In most parts of our distribution sys- 
tem, the number and capacity of trans- 
formers and main cables are determined 
by the minimum voltage limits rather 
than by the ability of the equipment to 
carry load. We have estimated that re- 
ducing the minimum voltage limits by 
as little as 2 volts would reduce the re- 
quired capital investment in distribution 
facilities in many areas by as much as 
5 to 10 per cent. While it may be out 
of the question to reduce our voltage 
standards in the highest load density 
areas, it is unfortunate that these excep- 
tionally high standards have been car- 
ried over into districts where they are 
not strictly necessary. But our customers 
and the regulatory authorities have been 
educated to expect the same high stand- 
ards of voltage in all parts of our system. 

By means of graphic voltmeters lo- 
cated at strategic points on the system, 
supplemented by spot readings taken by 
our service men incidentally to their 
work, we know how terribly good our 
voltage is. On the direct current net- 
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work, data were taken at 2876 locations 
during 1939. At 99.86 per cent of these 
locations, the service voltage was within 
the normal range of plus or minus four 
volts, 96 per cent were within plus or 
minus two volts, 77 per cent were with- 
in plus or minus one volt, and 38 per 
cent were right on the nose. Figures for 
the alternating current network are al- 
most identical with those I have cited 
for the direct current system. Figures 
for the radial system are about ten per 
cent lower. It seems to me one is giving 
pretty good service if only ten per cent 
of the customers are getting voltage out- 
side of an arbitrarily chosen range of 
plus or minus four volts. It is hard to 
justify that last ten per cent of perfec- 
tion on economic grounds. 

Voltage complaints serve as another 
index of quality. We have about 2,300,- 
000 customers on our system. During 
1939 we have a record of only 1955 
complaints representing less than one- 
tenth of one per cent of our customers, 
which could be classified as complaints 
of high voltage, low voltage and fluc- 
tuating voltage. I think there must be 
something wrong with us that we get 
such a small percentage of complaints, 
but even more significant, of that total 
of 1955 only 253 or about one-seventh 
were found to be justified upon investiga- 
tion. Of the 253 justified complaints, 
19 were high voltage, 96 were low volt- 
age and 138 were fluctuating voltage. 
Sixty-three of the 138 fluctuating volt- 
age complaints were caused by customers’ 
motors on their own premises. The re- 
mainder were caused by faults on the 
system or other utilization equipment. 
From these results I can’t believe that 
we are rendering the most economical 
service which would be satisfactory to 
our customers. 

In the course of a voltage survey one 
of the customers in an outlying section 
found to have 95 volts but had 
made no complaint. In customary Edi- 
son fashion, trucks, men and equipment 
arrived and the voltage was brought up 
to normal. Everybody sat back with the 
day’s good deed done awaiting the ex- 
pression of the customer’s good will. It 
arrived one month later in the form of 
a high bill complaint. 


Was 


Of course, we never can know how 
many of our customers grin and bear it 
without complaining, in spite of the en- 
couragement they have had in the last 
few years to become vocal. But we do 
know that those who complain are 
usually very reluctant to spend any of 
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their own money to correct the situation 
if it is due to conditions on their own 
premises. Perhaps this is a significant 
measure of the value they attach to con- 
tinuity and steadiness of voltage. 

Many of the residential customers’ in- 
terruptions occur because of trouble in 
the customers’ own equipment and build- 
ing wire. Our records show that one- 
third of all our customers call on the 
Company each year to clear trouble on 
their circuits and replace blown fuses 
whereas less than one-third of our cus- 
tomers on the radial system are inter- 
rupted because of trouble on it. The 
extent to which the customer is willing 
to protect his own supply furnishes a 
guide to his concern in continuity. A 
perfect system of supply in this case 
would reduce the customer outages less 
than one half. 


One of our salesmen tells the story of 
attempting to sell a small factory the 
idea of more reliable After 
thirty minutes of a glowing description 
of the advantages of the network service 
over the radial service used by the cus- 
tomer, the customer’s chief engineer was 
called in and asked how many interrup- 
tions they had experienced. After some 
reflection he remembered one about nine 
years ago on a Sunday morning when 
the service wasn’t being used. It was 
five years later before this customer fin- 
ally took network service and by one of 
those unfortunate combinations of cir- 
cumstances was interrupted for a short 
time the first week on the network ser- 
vice. All we could say to him was that, 
if the theory of probability worked 
properly in his case, he shouldn’t have 
another for five hundred years. He said 
just what you are thinking. 

The theaters in our area are required 
by ordinance to have separate services 
for their emergency lights and they feel 
that this is an unnecessary burden, which 
is indirectly an indication that one ser- 
vice is a good business risk to them. 

We offer two separate services to hos- 


service. 


pitals and places of assemblage if the 
customer will additional 
money on his own wiring to utilize the 
two services to get the maximum re- 
liability from them. We find a surpris- 
ingly small percentage of these customers 
who feel that the additional expense is 
justified. 

On the other hand, there have been 
instances where customers, 


spend some 


located in 
outlying parts of our territory served by 
overhead lines and subject to lightning 
disturbances during the summer, have 
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been willing to spend reasonable sums 
of money for the extra service equip- 
ment and wiring to use an alternate 
source of supply, particularly if service 
interruptions entailed spoilage of their 
products. 

We have also found that at the time 
of an outage, radial customers 
seem willing to spend the necessary ad- 
ditional money to utilize multiple ser- 


many 


vices, but after a day or two of calmer 
reflection on the value of this improved 
service to them or maybe after a glance 
at last month’s statement of operations 
they change their minds. 

One customer located in an exclusive 
residential area was supplied by a radial 
transformer which also supplied two 
other residences that were closed for the 
summer. Three days after a lightning 
storm the customer called and told the 
Company that she knew that the storm 
had been severe and we undoubtedly had 
a lot of trouble because of it, but she 
felt that we ought to get around to re- 
storing light to her house soon. An 
immediate investigation showed that a 
primary fuse had been blown during the 
storm. The records did not record the 
customer’s name as Caspar Milquetoast. 

The same and the same 
philosophy which I have discussed as 
responsible for high costs of distribution 
are also responsible for extra costs in 
generating stations. It has been our 
practice to maintain a generating re- 
serve of three units instead of two or 
even one unit, which is representative of 
common practice; to provide enough tie 
feeder capacity to permit the loss of two 
generating units in any generating sta- 
tion rather than one unit; to provide 
miscellaneous refinements in the con- 
struction of generating stations, such as 
segregated or duplicate supply to auxil- 
iaries, spare boiler feed pumps and coal 
handling equipment, etc.; to provide 
facilities for flood control at our gen- 
erating take care of a 
contingency which has occurred only 
during the existence of the 
Weather Bureau; to rebuild switch gal- 
leries in generating stations because once 
we had a station shutdown; to keep two 
men on a addition to a 
helper and, in some cases, a foreman, 
rather than one man in the substations. 


factors 


stations to 


once 


watch, in 


The items just mentioned increase the 
cost of electric supply and it is question- 
able if the added reliability is justified. 
Electric companies are under constant 
pressure by regulatory authorities to 
maintain the utmost in service reliability 
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and at the same time they are constantly 
pressed to reduce rates. 

Entirely apart from the value at- 
tached to high quality of service by 
different groups of customers and the 
cost to the Company of supplying such 
service, the inherent cost of our system 
is influenced greatly by the load density 
and the degree of street congestion. 
Also, in New York City, the greater 
part of the load is necessarily served 
from underground distribution systems. 
Overhead distribution is entirely out of 
the question in any part of Manhattan 
and in parts of Queens, Brooklyn and the 
Bronx. Everyone knows that under- 
ground systems are costly. You know as 
well as I that underground distribution 
requires several times the capital invest- 
ment necessary for overhead distribution. 

The cost of underground distribution 
would be prohibitive were it not for the 
high load densities in New York City. 
While our. underground system, includ- 
ing both direct current and alternating 
current networks, is installed in only a 
little more than half of the territory 
served, it supplies three-quarters of ou! 
customers and eighty-five per cent of the 
total system load, exclusive of the rail- 
road and rapid transit load. High con- 
centration of load makes for a more 
intensive use of distribution facilities, 
larger mains, 


transformers, heavier 


shorter transmission distances. This 
more intensive use partly compensates 
for the greater cost of underground 
plant except in the highly congested 
parts of the city where space under the 
streets is so completely filled with sewer, 
“as, Water and steam pipes, telephone, 
telegraph and fire alarm cables, pneu- 
matic tubes and transit subway tunnels, 
that space for our electric cables can 
be obtained only at great cost and trans- 
formers must be installed and maintained 
in expensive vaults in the sidewalk areas 
or within buildings. 

It is impossible to compare the cost of 
such a system with that of most urban 
and suburban systems by means of any 
simple yardstick. They are entirely 
different both with respect to the equip- 
ment used and the quality of service 
furnished. But human nature being 
what it is, regulatory bodies and the 
public generally, being good bargainers, 
try to work both ends against the mid- 
dle. They will use our standards of 
service as a yardstick for your standards 
and put pressure on you to improve. 
They will use your rates as a yardstick 
for ours and put pressure on us to re 
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duce. From our viewpoint, we are on 
the tougher spot. 

It is a remarkable fact, nevertheless, 
that with all the differences in physical 
plant, the circumstances under which it 
must be installed and the purposes 
which it serves, the cost of supplying 
electric service in New York City is not 
so far different from that in other less 
congested territories. 

One of the most important items af- 
fecting the cost of supply is taxes. No 
address before this assemblage would be 
complete without some reference to this 
subject. I will not dwell long upon it 
but I wish to point out that we serve 
only as a tax colléctor for twenty-three 
cents out of every dollar we receive 
from our customers. This, as you know, 
is considerably above the national aver- 
age. This matter is one which the 
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engineer cannot do a great deal about, 
but certainly it can be expecced that a 
low cost system will not be required to 
pay as much taxes as a high cost system. 

I have attempted to bring out some 
of the reasons for the cost of our 
superlatively good service and | would 
like to leave this thought with you. 
Consider most carefully any proposed 
type of construction or system which will 
increase your fixed charges or operating 
costs, and be as certain as possible that 
the value to your customers of the im- 
provement will more than offset the 
increased expenditure. We can always 
do a better job than we are doing but 
this usually involves some increase in 
cost, and the question to be determined 
is whether or not it is worth it. 

Tiffany Service Costs More Than 
John Q. Public Wants to Pay 


The Practical Way Out 


(Continued from page 265) 


The problems in which they may interest 
themselves will fall in the category of 
plant problems associated with the gen- 
eration, transmission and distribution of 
electricity, as well as in the category of 
load problems connected with the de- 
velopment of the more extensive use of 
energy in industry, mining, transporta- 
tion, and commerce. 

Impressed by our previous successes in 
collaborating with you in the develop- 
ment of new and economically advan- 
tageous electrical applications in such 
industries as steel and textiles, through 
commercial engineering specialization it 
will be our aim to organize similar spe- 
cialized activities for the broader elec- 
trical development of as many other in- 
dustries as seem to justify such 
specialization in the scope of their opera- 
tions and in the character of their me- 
chanical equipment. In this field, | am 
sure there are still many new frontiers 
for both utilities and manufacturers— 
and, working together through this co- 
ordinating commercial engineering or- 
ganization of which I speak, I am 
equally sure that together we shall 
reach these broader frontiers. 

In the appliance field, recent drastic 
reductions in the price of refrigerators, 
ranges, cleaners, and many other current 
consuming items are, I hope, assisting 
you in the solution of your rate and rev- 
enue problems—particularly as these 
problems apply to minimum bill custom- 
ers, whose gripes are grist for the poli- 
ticlan, notwithstanding the fact that 


service to these accounts is often a losing 
proposition for you. 

Realizing that stability in the retail 
appliance field is something to be sought 
for in the interest of sustained selling 
for the benefit of both utilities and 
manufacturers, we have initiated a retail 
dealer development program. This long 
range program — representing another 
very substantial investment for the fu- 
ture — should, and | think will, ulti- 
mately supply you with a firm base for 
your own activities in cooperation with 
independent dealers, because its purpose 
is not only to improve retail selling prac- 
tices, but also to help dealers to become 
better business men. 

And, as heretofore, campaigns of the 
character typified by the “Better Light- 
Better Sight’? campaign—The Modern 
Kitchen campaign—and the adequate 
wiring campaign—to mention but a few 
—will continue to have our whole- 
hearted support. 

In a word, on the pattern of our past 
relations with electric utilities, we hope 
to enlarge our mutual effectiveness in 
making the world a better place in which 
to live—and this we hope to accomplish 
by constructive cooperation and collabo- 
ration and hard work—the kind of co- 
operation and work which has long dis- 
tinguished the electrical industry as a 
whole—the kind of cooperation and 
work which, in the broader sphere of na- 
tional and world affairs, will be finally 
found to be the only sound solution of 
our economic and social problems. 
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Economic Trends in the Electric Industry 


By Edwin Vennard 
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HE economic factors relating to 

utility 
characterized by the 

the sharp fluctuations common to most 


the electric business are 


absence of 


other business and exert their influence 


over relatively long periods of time. 
Plant investments are made on the basis 
of some two years’ anticipated expan- 


The 


effect of operating decisions often can- 


sion of and net revenues. 


YTOss 


not be determined for a number of 
months or even years. Failure of net 
revenue to increase with increases in 
sales may not be of serious consequence 
during any one year if plant account has 
not increased. Outside economic influ- 
ences usually have a relatively long de- 
layed effect. 

‘Therefore, long-range economic trends 
in this business are more significant than 
the operating results of any particular 
with electric 


year. Trends, especially 


utilities, have a way of continuing in 
the same general direction in the im- 
ofte1 


determination ot 


mediate future. These trends 


excellent guides for 
future operating policies. 

A factual study of the economic trends 
of actual operating results over a period 
of years should help in answering some 
of the perplexing problems facing the 
industry: “lo what extent are uncon- 
trollable off- 
setting improvements in operating eff- 
ciency? What additions to fixed capital 
will be required in the immediate future 


expenses, such as taxes, 


sales ? 


increased 
What moves should be taken to insure 


to provide for the 


sufficient increase in net revenue to pay 


fixed charges on the new investment? 


What has been the effect on net revenue 


of rate reductions? 


1The sources of information are Bureau ot 
Census and Edison Electric Institute. The Edison 
Electric Institute tigures tie in with the Bureau ot 
Census figures for 1927, 1932 and 1937. The data 
for the intervening years were obtained from Edi 
son Electric Institute and are considered accurate 


with respect to revenue and expenses. The plant 
account figures are from estimates prepared | 
Edison Electric Institute and while probably not 


as accurate as figures on gross revenue and oper 
ating expenses, are considered accurate for all prac 
tical purposes. 

The figures are for the private electric light and 
bower industry and include allied utility 
furnished by the electric companies. 


service 


2 Interest, preferred and common dividends, and 
surplus. 


Operating Record 
Chart 1‘! shows the utility plant in- 
vestment, gross operating revenue, taxes, 
operating expense, depreciation and re- 


) 


turn ‘ for the private electric indus- 
try for the years 1927 through 1939. 
Note how the utility plant increased 
greatly from $10.5 billions in 1927 to 
$14.3 billions in 1932 and then actually 
declined during the next five-year period 
to $14.0 billions (in spite of a substan- 
tial increase in sales) and then started 
slightly upward again to $14.3. billions 


in 1939, 


ness started in 


The general decline in busi- 
1929, but it will be re- 
called President Hoover urged all in- 
dustry to building in the 
endeavor to lessen the effects of depres- 


continue 
sion. The electric utility industry did 
continue with the result that there was 


a condition of considerable excess capac- 


tinued until more recent years when 


has become 
1937, 


investments. 


new capacity 


193? to 


necessary. 
From retirements ex- 
ceeded new 
This general lack of new money re- 
quirements during 1932-’37 is important 
because, as will be discussed later, this 
factor enabled the industry to maintain 
a sound financial position in the face of 
a relatively small increase in net revenue 
during the period. 
1930, 


then decreased slightly in 1931, ’32 and 


Gross revenue increased until 


Reet : 
33, then began a sharp increase to 


1937; a slight dip in °38; up again 
in °39 

Note how the net revenue (after 
all taxes and before depreciation and 
return) followed fairly closely with the 
trend in gross from 1927 through 1930. 
During this period, increased 


vross 















ity. The subsequent decreased demand 20.2 per cent and net increased 25.0 
aggravated this condition, which con- per cent. 
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Now, let us examine the rising period 
from 1933 through 1939. Note the 
ever widening taxes and the greater 
widening of operating expenses during 
this period as compared to the 1927-30 
period. During the 1933-39 period, 
gross revenue increased 27.8 per cent 
while net revenue increased only 15.7 
per cent. 

Gross revenue at the 1939 peak is 
10.5 per cent above the 1930 peak. 
However, net revenue in 1939 is 2.3 per 
cent below 1930 net revenue. 

There appear to be three principal 
reasons why so little of the 27.8 per 
cent Increase in during 
the 1933-’39 period found its way into 
net. 


gZross revenue 


1. Taxes. 


‘Taxes have been increasing at an in- 
creasingly rapid rate, as shown in Chart 
2. The increase has been 123 per cent 
since 1927. More will be said later about 
this important factor. 


2. Diminishing Field for Operating 


Economies. 


The broad program of physical con- 
solidations and interconnections was well 
advanced before the early 1930's. Prior 
to 1930, the industry was going through 
the process of integration. Small isolated 
plants were replaced with larger ones 
connected with 
tems. The larger generators were more 
efficient; overhead costs were reduced; 
interconnections resulted in greater 
diversity and lower plant reserves. In 


transmission line sys- 


For this chart we use electric service only 
(i.e. not including allied utilities) because the fig 
ures are available only in this form prior to 1927 
As allied utility service is only about 20% 
combined, this omission does not materially 
the trends. 


4 Depreciation was included in operating expense 


in Chart 3 because the records excluding it are not 
available prior to 1927. Such records from 19 
through 1939 are available; therefore, of 
ratios in Chart 6 are shown in the usual 
with depreciation excluded from ex] 


ENSE 
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addition to consolidations and intercon- 
nections in the formation of individual 
companies, these companies 
built transmission lines to connect and 
interchange other. 
These com- 


operating 


power with each 


interconnections between 
panies were prompted by the economic 
self-interest of the contracting parties 
with little, if any, relation to 
respective ownerships or controls. These 


their 


consolidations and interconnections, both 


within companies and between com- 


panies, resulted in constantly lowered 
costs of making and delivering units of 
energy. This made frequent rate reduc- 
tions possible as the cost of making and 


delivering the kilowatthour was re- 


duced. 
Curve A of Chart 3 shows the in- 
dustry’s electric operating cost (all 


operating expense including taxes and 
depreciation, but not including any in- 
terest or dividends) per kilowatthour 
sold for the years 1902 through 1939. 
Note the tendency of the curve to be- 
come level in more recent years as the 
speed of effecting economies slows down. 
The effect of 
(accompanied by increased capacity fac- 


increased sales volume 
tor) is still slightly discernible, as wit- 
ness the dip in 1935-1936-1937, but not 
to the same extent as in the past. The re- 
1938 makes a 
that 


duced volume of sales in 
conspicuous rise in the curve for 
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year. The immediate future will prob- 
ably show a continued leveling. 

Curve B of Chart 3 is the same as 
curve A except that taxes have been ex- 
cluded from the operating costs. This 
curve B is significant because it illus- 
trates the great effect of taxes, especially 
years, as witness the 
widening difference between these two 
curves. Curve B illustrates how operat- 
ing costs other than taxes are continu- 
ing down at a more rapid rate. These 
two curves viewed together illustrate 
how taxes constitute one of the principal 
factors causing the leveling off in the 
total unit cost. 


in more recent 


Many people consider the continued 
improvement in power plant efficiency a 
material factor in the industry’s total 
cost of operation. There has been splen- 
did improvement as illustrated in Chart 
+ showing the downward trend in the 
pounds of coal required to make a kilo- 
watthour, although there has been a 
How- 


ever fine these improvements have been, 


decided leveling in recent years. 


we see in Chart 5 how they have been 
more than offset by increased 
Curve A of Chart 5 shows the fuel cost 
expressed in kilowatthour 
going down through the years but level- 
ing off in recent years. Curve B shows 


taxes. 


mills per 


the taxes also expressed in mills per 
with the continued up- 
Curve C shows the com- 
bined fuel and tax expense expressed in 
The up- 
ward trend illustrated how tax increases 
are more than offsetting improvements 
in fuel economy. Fuel clauses have been 
considered important in rate schedules; 
tax clauses are now more important. 


kilowatthour 
ward trend. 


mills per kilowatthour sold. 


A study of the industry’s operating 
Chart 6 
shows this operating ratio for the years 
1927 through 1939 on two bases“? : 


ratio indicates similar trends. 
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Chart 3—Total Electric Costs Including Taxes and Depreciation 


Excluding Interest and Dividends 


Chart 4—Fuel Efficiency Equivalent Pounds of Coal per Kwhr 
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Chart 6—Private Electric Industry Operating Ratio 


a few observations from this 
factual study of trends are appropriate 
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Chart 5—Taxes and Fuel Cost 


(A) With taxes included in operat- 
ing expense, and 

(B) With taxes excluded from oper- 
ating expense. 

Both operating ratios show a down- 
ward trend from 1927 to 1931 or 1932 
and then a decided upward trend, espe- 


cially the operating ratio with taxes 
included, this latter increasing from 


slightly above 50 per cent in 1931 to 
about 56.7 per cent in 1939. There is 
still more to be accomplished in operat- 
ing efficiency, but there is nothing on 
the horizon to indicate that the results 
will be sufficient to offset the probable 
further tax increases. 

In brief summary of this second rea- 
son for the relatively small increase in 
net revenue, the trends indicate that 
since the early 30’s operating efficiencies, 
while continuing to improve, have not 
been doing so at the same rate as during 
prior years. There has been relatively 
less to accomplish in physical consolida- 
and There is 


tions interconnections. 


still room for further improvement, but 
relatively less than in the past. Im- 
proved operating efficiencies will prob- 
ably continue to be largely or completely 
offset by ex- 
penses such as taxes. 


uncontrollable increased 


3. Acceleration of Rate Reductions. 


Although the trend of operating costs 
has declined less rapidly in recent years 
and has reached the point of leveling 
off, the 
tinued 
under study and has indicated no level- 


trend in rate levels has con- 


downward through the period 
ing process to correspond with operating 
See Chart 7. Most of the re- 
ductions in recent years have been made, 


expense. 


not because of excessive earnings but 
on the theory that such decreases would 
result not only in increased sales and 
gross revenue, but also in increased net 
revenue and increased per cent on in- 
vestment as well. So 
said and written on the question of the 
effect of rate reductions on net revenue 


much has been 





- 


It is generally recognized as socially 
and economically desirable that services 
and commodities be provided to more 
and more people at lower and lower 
costs, thus enabling a general raising of 
This is 


nomically possible because of the prin- 


the standard of living. eco- 
ciple of decreasing costs that attaches 
to mass production. As the demand for 
a commodity or service increases, pro- 
duction of that commodity or service 
can be increased with less than a pro- 
portionate increase in costs and the re- 
The 


costs of producing electric service have 


sult is lower and lower unit costs. 


reacted to this principle for years and 
have been reflected in the constant lower- 
ing of rates with large increases in sales 
and the constant betterment of service 
throughout the years. 

In carrying out this principle, he 
must be made 
soundly and wisely. It is always possible 


ever, rate reductions 
to go too fast or too far in making the 
reductions during any particular period, 
in which case the proportionate increase 
in net revenue will not be maintained. 
And, it is always possible to carry the 
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Chart 7—Average Residential Rate for Private Electric 
Industry 
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Chart 8—Total Electric Costs Including Taxes and Depreciation 


Excluding Interest and Dividends 
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principle of reducing prices to the point 
where they go below the incremental 
costs of making and delivering the addi- 
tional commodities or services. In such 
a case, the seller decreases his net 
revenue or his per cent return on invest- 
ment for all increased sales. 

Chart 8 repeats curve A (total ex- 
pense including taxes per kilowatthour 
sold) and curve B (total expense eéx- 
kilowatthour sold) 
as originally shown in Chart 3. Curve 
C of Chart 8 shows the same cost as 
used in Curve A except that in Curve 


cluding taxes per 


C the cost is expressed as a per cent of 
gross revenue received. A. signiftcant 
trend is noted by comparing Curve A 
to Curve C. While the cost per kilo- 
watthour continues to decline (although 
at a decreasing rate), the trend of the 
cost per dollar of gross revenue reverses 
in 1931 and rises continuously 
1931 to 1939. This latter curve C is 


a sort of operating ratio with deprecia- 


trom 


tion included in expense‘*’. The com- 
bination of these two facts: (1) an in- 
creasing trend in the ratio of operating 
expense to gross revenue and (2) the 
decreasing trend (although slight) in 
operating cost per kilowatthour would 
indicate that— 


(a) rates have been reduced too 


rapidly during the period, or 

(b) they have been made too low 
for the increased use. 

Possibly there has been a combination 
of the two factors. 


These trends ofter an_ interesting, 
factual study of the effect of rate reduc- 
tions on net revenue. Undoubtedly there 
have been many rate changes from non- 
promotional and non-competitive rates 
to improved forms with resultant im- 
provements in both and net 
revenues, but that process cannot be a 
continuous one except as unit costs are 
continually reduced. 


ross 


The trends indi- 
cate the rate reduction program has been 
carried on too rapidly during the past 
six years and that rates for increased 
use are getting close to the incremental 
cost. 

We must not lose sight of the fact 
that modern, promotional rates as now 
available in most companies closely fol- 
low the cost curve over the whole range 
of customer use’so that the average rate 


“The whole increase from 1931 to 1939 is not 
caused by increased allowances for depreciation le 
cause the same trend is shown in Chart 6 whe 
the operating ratio is shown with depreciation « 
cluded from expense. 


© Investment ratios and trends are discussed Jatet 
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Chart 9—The Disposition of Electric Utility Dollar—1939 


decreased for all in- 
creased use There is still a 
belief that the rate 


is automatically 
of service. 
popular schedule 
itself must be reduced as the use in- 
creases. Our problem is to make the 
automatic feature more generally under- 


stood by the public. 


Yardsticks 


It is sometimes said that the electric 
utilities must meet the so-called ‘“‘yard- 
stick” rates offered by various politically 
managed projects. The reversal in the 
trend of operating ratio shows the effect 
of the industry’s attempt to approach 
such vardsticks. Let us see if this is 
economically possible. 

Figure A of Chart 9 shows the dis- 
position of the industry’s dollar for the 
vear 1939 broken down into its major 


expense components. Interest and_ re- 


turn are grouped and require 32¢ out of 
the dollar, this being equivalent to 5.97 
per cent on the industry’s investment 
of $5.35 per dollar of gross revenue.‘ 

Figure B of Chart 9 shows the same 
breakdown for a_ politically managed 
project and assumes that the operating 
expenses (before taxes) and depreciation 
will be the same as under business man- 
agement, but that the political project 
pays no taxes and has an investment 
made under a 45 per cent grant with 4 
These 


Figure B en- 


per cent interest on the balance. 
conditions shown under 
able the project to make rates 33.9 per 
cent less than is possible under business 
management that must pay taxes and the 
market price for money. How can un- 


subsidized electric utilities meet such a 


“vardstick’’?) What group of items of 
expense can be reduced as much as 33.9 
per cent? QOur problem is to convince 
the people that they pay the taxes either 
in the electric bill or in some other way 
and that they pay for the 45 per cent 
given these _ political 


grants power 


projects. 


Investments 

Chart 10 shows the industry’s ratio 
of plant account to gross revenue tor 
the '27-°39 period. The rise from $5.26 
of investment for each dollar of gross 
revenue in 1927 to $6.85 in 1933 indi- 
cates the trend caused by the continued 
expansion of plant account even after 
the revenue began to decrease. This ra- 
tio declined from 6.85 in 1933 to 5.36 
in 1939, largely because the excess ca- 
pacities were being utilized. Note from 
Chart 1 
over-all 
1939. 

Chart 11 


cent return before and after deprecia- 


that plant account shows no 


increase from 1932 through 


shows the industry’s per 
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Chart 10—Investment Ratio for Private 
Electric Industry 
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tion for the same 12-year period. ‘The 
per cent on investment for return and 
depreciation 8.97 per 
cent in 1927 to 7.0 per cent in 1933 and 


decreased from 
then increased to 8.11 per cent in 1939. 
An increase was shown in this per cent 
during the 1933-39 period in spite of 
the small increase in net revenue prin- 
cipally because plant account did not 


increase. 


Guides for the Future 


What do these economic trends show 
that will be helpful in guiding our fu 
ture policies ? 

The 


revenue has been decreasing during the 


ratio of investment to gross 
last six years as excess plant capacities 


added 


begin 


have been used to supply the 


loads. ‘This decline should now 
to level off because the conditions caus 
ing the downward trend do not exist to 
day to the same extent as during the 
Relatively, there will be 
retirements. 


New 


installed or scheduled for the near fu 


past SIX years. 
tewet There is less excess 


capacity. equipment now being 


ture will bring about an increase in 
over-all plant account.'"’ The financial 
stability of the industry has not so far 
been seriously affected by the relatively 
small increase in net revenue, first, be 
cause plant account has not increased 
and, second, because cost of money has 
dec reased. 

Gross revenues may be reasonably ex 
pected to continue the upward trend ex- 
perienced in the past SIX years. 

continue to be 


Improvements will 


made in operating efficiencies (although 
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of system demand 


kilowatt 
xkumy then determines the 


ment per 


ersity and load factor over the whole range ot 
monthly load factors To allocate the power pool, 
the company first determines the kilowatt) demand 
ind load factor of the particular new business unde 
msideration The demand is reduced by the diver 


sity corresponding to the particular load factor. This 
liversified demand is then multiplied by the com 
pany s power pool investment per kilowatt of svs 
tem demand This allocated power pool investment 
is then added to the new investment called { 

under the work order to determine the total invest 
ment chargeable to the particular business. The 
work order then reflects not only the per cent net 
revenue to new investment, but likewise per cent 
net revenue to total investment. This latter ratio 


1s a more accurate determination of the protitabl 
less of any particular extension. 
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Chart 1I|—Per Cent Return Before and 
After Depreciation Private Electric 
industry 


to a lesser extent than in the past) but 
these will probably be offset by the in- 
creased upward trend in taxes. 

The substantial increase in operating 
when taxes are in- 


ratio, especially 


cluded in expense, is a danger sign. 
| g g 


Projections to 1945 
Based on the trends developed in this 
study, let us make two projections to 
1945 under the following assumptions: 
Projection A 


1. The gross revenue continues upward on 
the 1933-1939 trend. 


2. The net revenue (for depreciation and 
return) continues upward on the 1933-1939 
trend. 


3. Ratio of plant account to gross revenue 
will be 5 to 1 on the increased business. 

lhe purpose of this projection will be 
to determine: 





2 
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(a) The industry’s per cent on investment 
for return and depreciation in 1945, and 

(b) The per cent for return and depre- 
ciation on the increased investment made 
between 1939 and 1945. 

Under 


these assumptions, the net 


revenue (for depreciation and return) 
$158,000,000 
the investment will have increased $2,- 
905,000,000 during the six-year period. 


will have increased and 


This added net revenue represents 5.43 
per cent of the added investment to be 
available for depreciation and return. If 
cent, then 


2.43 per 


depreciation requires 3 per 


there remains only cent for 
return. 

Under this set of conditions, the over- 
all industry will be earning 7.65 per 
cent for depreciation and return at 1945 
as compared to the corresponding figure 
of 8.11 per cent earned in 1939. 
Projection B 


1. The industry earned 8.11% for depre- 
ciation and return and 5.97% for return on 
plant account in 1939. Not that this is ade- 
quate, but let us assume that this combined 
8.11% remains constant to 1945. 

2. The gross revenue continues upward on 
the °33-'39 trend. 

3. Ratio of plant account to gross revenue 
for the added revenue will be 5 to 1. 

4+. Taxes continue to increase on the °33- 
39 trend. 


This projection then, will determine 
what the operating ratio will have to be 
under these assumptions. 

Chart 12 


shows the projection from 
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Chart 12—Return on Utility Plant Investment for Private 
Electric Industry 
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Chart 13—Private Electric 


1939 to 1945 combined with the actual 
record from 1927 to 1939 as previously 
presented in Chart 1. Note especially 
that the utility plant account increases 
from $14.32 billions in 1939 to $17.225 
billions in 1945. 

Chart 13 shows the actual operating 
ratio from 1927 to 1939 and the pro- 
jection, to fulfill the above conditions, to 
1945. Curve A shows the 
taxes included in expense and curve B 
with taxes excluded from expense. ‘The 
operating including 
mains approximately level since the ra- 
tio of plant account to gross revenue re- 
mains approximately level and per cent 
on investment for depreciation and re- 
turn remains level. 


ratio with 


ratio, taxes, re- 


However, the operating ratio with 
taxes excluded from expense will have 
to show a decline or a reversal of the 
1933-39 trend since it is assumed that 
taxes will continue to increase. To re- 
verse the 1933-39 operating ratio trend 
either (a) operating efficiencies must be 
improved at a more rapid rate than dur 
ing the 1933-’39 period, or (b) 
schedules to ultimate consumers cannot 
be reduced as rapidly as during the 
1933-39 period. 
nothing on the immediate horizon to 
give hope for any betterment in the pres- 
ent rate of improvement in operating 
efficiencies. 


rate 


There appears to be 


Conclusion 


In this study of economic trends then, 
we discover, first, that improvements in 
operating efficiency are slowing down. 
while the cost of producing and deliver- 
ing the kilowatthour declined rapidly 
during the period of expansion, the de- 
cline in recent years has practically 
ceased. Rates were formerly reduced at 
frequent intervals with the assurance 
that improvement in our over-all finan- 
cial position would result. Now, how- 
ever, we need to analyze each change 
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Industry Operating Ratio 


carefully to determine whether we are 
leaving sufficient margin above incre- 
mental cost to offset the changed trend 
of some important expense items. 
Next, we discover that the frequent 
rate reductions. which were justifiably 
made when unit costs were declining 
have continued at an even greater rate 
after the decline in costs slowed up, un- 
til the trend in the ratio of cost to reve- 
nue reversed itself in 1931 and whereas 
it had been steadily 
that, has since been steadily rising. 
that 
creased taxes account for a major part 


declining before 


Finally, we discover while in- 
of this change in trend, they do not ac- 
count for it all. The trend in the ratio 
of cost to revenue shows a_ similar 
reversal when taxes are excluded from 
cost, although the increase since 1931 is 
relatively small with taxes excluded. 
We are forced to conclude then that 
the industry has gone too fast and too 
far in reducing rates during a period 
when unit operating costs have declined 
relatively little. And, that the reduc- 
tions would have been a little too fast 
taxes had 


even if no increase in 


curred. 


oc- 
These trends are worthy of our seri- 
ous concern because it is obvious that no 
business can remain prosperous if trends 
of cost and revenue continue in these di- 
rections. This is not a cause for alarm, 
but a matter for our attention because 
we still have control of those factors by 
which the trend can be reversed. 

If we are to maintain the present fi- 
nancial position of the industry, how- 
ever, the trend of net revenue must be 
changed. It will not change itself in 
the face of present cost trends but will 
It will be 
difficult to overcome the effect of the 


require some positive effort. 


many recent uneconomic examples, but 
that is our problem. 
Present day rates have been improved 
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in form until now they are generally in 
conformity with the cost of furnishing 
service over the range of use for which 
the schedules are designed. 
There may be some further work to do 
along this line, but with that accom- 
plished one of our most essential objec- 
tives is to make the public aware of this 


several 


fact: i.e., costs vary with volume of use; 
customers are entitled to a lower aver- 
age rate for a larger volume of use; 
present rate schedules are designed to 
provide the lower average rate auto- 
matically as use increases; customers 
make their own rate reductions as they 
increase their use. 

This is the situation that must pre- 
vail until some new development, not 
now in sight, starts another downward 
trend in unit costs. 


E.E.I. Convention 


(Continued from page 262) 


dean 
Mr. Dow announced 


and acknowledged 


of the industry. 


Company, 


“Some of My Prejudices” as his title, 
and he made the speech fit both the title 
and the occasion. 

His very first prejudice, he said, was 
against the acquired meaning of the 
word, “prejudice,” which he _ believed 
should: not have been substituted for the 
original, simpler one of “prior judg- 
ment.”’ Others, applicable more particu- 
larly to the electric utility industry, were 
against safety devices which are set pri- 
marily to protect apparatus and _ sec- 
ondarily to protect service; in favor of 
single-cylinder turbines, direct current- 
motored auxiliaries in power plants. 
twinned transmissions, company control 
of lamp renewals; against employment 
of that type of mentality which is “‘too 
narrow the eyes’—which in 
making a study of one subject fails to 


between 


evaluate its relation to contiguous sub- 
jects. 

After enumerating and elaborating de- 
lightfully on other social, philosophical 
and business prejudices, Mr. Dow con- 
cluded: 

““Me—lI have said my say. I have cur- 
tailed it—bobtailed it, if you please— 
but it is a big enough ration for this 
lunch-meeting, which is to end a good 
convention. So—thank you, and good- 
bye!” 
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I Wouldn’t Know About That 


By James M. Stafford, Jr. 


Georgia Power Company, Atlanta, Georgia 
L J g 


Address before the Fourth General Session of the Eighth Annual Convention of the 
Edison Electric Institute, Atlantic City, N. J., June 5, 1940 


N meetings such as this one, we fre- 
quently get around to analyzing 
ourselves somewhat in keeping with 

the sound, sensible definition of the word 
“psychology” which a college-professor 
friend of mine gave to the Atlanta 
Advertising Club recently. He 
“Psychology is the hard-boiled study of 
how-come-we-do-like-we-do-do.” And, as 
regards our public relations and em- 
ployee relations activities, we certainly 
can afford to ask ourselves many times 
do like we do?” 


There are almost as many opinions 


said: 


over: “How come we 


regarding the proper approach to im- 
proved public relations for electric light 
and power companies as there are com- 
pany managements. In 
the advantages of having these individual 
opinions in individual companies far out- 
An “expert” 
in public relations probably despairs of 
this seeming lack of unanimity of under- 
standing and evaluation of the matter. 

To design a pattern for an industry- 
wide public relations program and say 
“This is IT!” seems to me to be wrong 
in theory and extremely difficult to put 
into Fundamental principles 
may be established, yes. But to promul- 
gate these principles as cut-and-dried 
formulae for use in either Minnesota 
South Dakota or South 
Carolina, is to suggest, at least to some 
degree, abandonment of the “home 
made’? aspects which are the very es- 


some respects, 


weigh the disadvantages. 


practice. 


or Georgia, 


sence of any successful utility public re- 
lations program. 


Utility managements—as well as con- 
structive critics outside of the industry— 
ought now to be able to see evidences of 
improvement in public relations which 
has been within recent 
The fact that there has been in- 


wrought very 
vears. 
dividual, rather than concerted, action 
along these lines should, in the long run, 
build better public relations for the in- 
dustry as a whole. Undoubtedly there is 
need for deeper study of fundamentals 
and for more frequent exchange of ideas 
on the subject—but progress is being 
made through more intelligent manage- 
rial attention to and appreciation of the 
problems involved. 
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The next ten years will see as much 
executive consideration for utility public 
relations as for utility engineering, gen- 
eration, and 
More and more, the operating 
executive’s talents will be turned to- 
ward public relations. The effect of 
good operations in building improved 


transmission, distribution 


sales. 


customer relations will have far greater 
significance than heretofore. All other 
phases of the business—every phase of 
the business—will find satisfactory and 
positive answers to the question: “How 
will this particular policy affect relation- 
ships with Further- 
more, search for the answers will be “for 





our customers?” 
height and for depth and for wideness.”’ 
Answers arrived at leisurely and lazily 
and half-heartedly simply will not do. 
Even the “experts” in public relations 
will admit that good customer relations 
can come only through good employee 
These gentlemen, together 
with utility managements, will agree 
that satisfactory public understanding of 
the electric light and power industry 


relations. 


can be achieved only when there has 
been adequate employee understanding 
of the industry. 

It is the purpose of this paper to 
direct attention to the employee aspects 
of the public relations program and, more 
specifically, to the subject of “employee 


intended to 
be an outline for a complete public re- 
My chief hope is that 
I may be able to persuade electric power 
company 


understanding.” It is not 
lations program. 


executives to review the “em- 
ployee information” phases of their cus- 
tomer relations activities—to review them 
in the employee-customer-company _ se- 
rather than in the 
customer-employee sequence. 


quence company- 

Some of us will remember the ques- 
tion of consternation with which the old 
Negro walking through the graveyard 
greeted the owl. He ex- 
claimed “Who dat say 
‘who dat?’ when I say ‘who dat?’”” Un- 
fortunately, similar attitudes are struck 
far too often when employees of elec- 
tric companies are asked about some 
phase of their company’s business by 
customers and friends. On the one hand, 
employees may disclaim any responsibil- 
ity whatsoever for knowing about the 
particular matter by saying: “Oh! I 
wouldn’t know about that!” On the 
other hand, they may parry questions by 
using the familiar “That’s not in my de- 
partment.” Of course, either answer, 
either attitude, is indicative of disinterest 
both in the customer and in the business. 


hoot of an 
tremblingly: 


And so, if neither attitude meets with 
our approval, well may we begin to ask 
ourselves a series of questions. 
ample: 


For ex- 


1. Whose fault is it if employees give un- 
satisfactory answers to customers and friends 
about the various operations of our com- 
pany? 

2. How best can employees be informed— 
and be kept informed—about the company? 

3. How can employees be persuaded that 
they want to be informed? 

4. If it seems desirable to set up an em- 
ployee information program, who should 
initiate it? When should it begin? How long 
should it run? How shall it be organized 
and operated? 

5. Should the program be an “asking” or 
a “telling” program? Or a combination of 
both? 

6. What subjects should be discussed, and 
how may they be presented most effectively ? 

7. What results can be expected—in im- 
proved employee relations and customer rela- 
tions ? 

8. How much will the program cost—and 
will it be worth its cost? 


Answers to some of these and other 
pertinent questions will be attempted in 
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this paper. Suggestions will be made 
for the inauguration and operation of 
an employee program designed (1) to 
build employee interest in the company, 
(2) to improve inter-departmental em- 
ployee relations and (3) to bring about 
greater public understanding of the com- 
pany’s business by bringing about greater 
employee understanding of it. “he ma- 
jority of the suggestions and recommen- 
three 
years’ observation of the planning and 
operation of the Employee Information 
Program of the Georgia Power Com- 
pany. The plan and activities described 
are not theoretical; they have been tried 


dations to be made come from 


and have achieved more than_ passing 
success. 
In a recent book review, Professor 


Philip Cabot, of the Harvard Graduate 
School of Business Administration, re- 
minds us of the predicament of the 
White Rabbit at the trial of the tart- 
Knave before the King of 
Hearts. The excessively nervous White 
Rabbit has picked up 
verses, which being without meaning can 
I either backward or 


stealing 


some unsigned 


be read forward, 
and, on being ordered to read them, 
“Where shall I begin, please your 
Majesty?” The 
“Begin at the beginning, and go on till 


says: 


King’s command is: 


vou come to the end; then stop.” 

This incident from Alice In Wonder- 
land serves to suggest that the time to 
begin, the time to inaugurate, an effec 
tive program of employee information 
is NOW—that the place to begin is at 
the beginning—that the activity should 
move with acceleration—that the pro- 
gram should be carried through to the 
end (if ever it is possible completely to 
achieve the end)—and that it should be 
stopped only if and when company exec- 
utives believe sincerely that it has ful 
tilled every purpose 
organized, 


for which it was 


There are few things the employee 
body can be persuaded to undertake with- 
out executive encouragement and sup 
port. No program of employee informa- 
tion can be launched unless the chief 
executives, the department heads and 
the division managers of the utility be- 
lieve wholeheartedly in the purposes and 
takes 
six weeks, or six months, or a year to 


objectives of the program. If it 


“sell” the program to every major ex- 
ecutive, then that period of time should 
be taken before any announcement is 
made to company employees. 

Now there will be possibly 
heated, objections to such a program in 
your organization. At least one impor- 


some, 


EDISON ELECTRIC INSTITUTE BULLETIN 


tant executive will say: “Who says we 
need a program like this?” Another will 
say that it sounds too much like “school,”’ 
that employees don’t want to be. “edu- 
cated.” An operating executive will take 
out his pocket slide-rule, bite his lips for 
a moment, and exclaim: “Why, one hour 
a month for an employee meeting, at 
wages of so much per hour, will amount 
to umpteen dollars and impteen cents!” 

And right 
begin to skittle 


here the conference 


-that is, 


may 
until some ex- 
\ ision 


with broader 


“Should not the 


ecutive inquires: 


effort to improve em- 
ployee knowledge of the company and, in 
turn, the effort to improve customer rela- 
tions rank in importance with efforts to 
improve our engineering, operations and 
sales? Is our work in employee-customer 
relations something separate and apart 
from all our other work, or should it be a 
definite component in general operation 
of the company? And, really, do em- 
ployees object to being informed about 
what is, essentially, their very own com- 
pany? Maybe we don’t need an informa- 
tion program—but let’s call in a few em- 
ployees from vartous departments and 
ask them what they think about such an 
And so, 


activity.” begin to get 


started ! 


you 


You will have presented to your ex- 
ecutive body a preliminary prospectus 
for your employee information program 
which, among other things, will contain 
a listing of the general purposes of the 


program, Such items as these may be 


included: 

1. To present information regarding the 
company and its problems, in order to take 
the employee fully into the confidence 
of the management and to build up pride in 


the employee for his position in the operation 


more 


of the business; 

2. To create better 
ployees and departments within the company 
—not alone for the welfare ot the 
but also for the 
ment and satisfaction of the 
ployee ; 


relations between em- 


company 
advance- 
individual em 


greater personal 


3. To invite employees to assist in formu 
lating company 

4+. To 
ployees may offer criticisms and suggestions 
regarding company operations and customer 
relations; 

5. To offer training to 
formal public speaking; 

6. To supply facts on American 
and economics; to encourage study of 
history and resources; 

7. To promote greater interest of em- 
ployees in public affairs—social, business and 
political. 


policies ; 


provide a routine by which em- 


employees in in 


business 
state 


Too many plans and purposes and 
rules and regulations for conduct of your 
program should not be laid down, for 
the very simple reason that judgment 
and intent will indicate that the program 


and all its allied activities should be an 
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employee, rather than a “head office,” 
program. 

The initial announcement of the pro- 
gram for employees should state explicit- 
ly that participation in the program will 
be on a purely voluntary basis. 
almost without saying that employees 
will get more out of the activity if they 
enter into it because they want to do so. 


It goes 


Those responsible for the Georgia Power 
Company program can say emphatically 
that it has become, more and more, an 
employee activity and that the voluntary 
aspect of it has made it an ever-develop- 
ing, an ever-widening influence for good 
throughout the company. 

Naturally 


to be given the matter of organization 


. considerable thought needs 


for your employee information program. 
The most important step in organization 
will be that of formulating a General 
Committee of executives, which execu- 
tives, by reason of their appointment to 
the committee, will indicate to the em- 
ployee body their approval of the pro- 
gram. The purpose of this committee 
will be to draw together general depart- 
ment heads of the company to set out 
and to discuss certain necessary policies 
and procedures concerning the activity. 
Members of the General Committee for 
the Georgia Power Company program 
are: the president, the vice-president and 
general manager, the vice-president in 
charge of sales, the assistant to the presi- 
dent, the manager of the Advertising 
department, and each of the six division 
managers of the company. 

‘Time will allow me to refer only 
briefly to the other phases of organiza- 
tion. 

There should be a Division Commit- 
tee for your program in each of your 
seographical divisions, headed up by your 
and composed of de- 
within 


division managet 


partment heads each division. 
Right-man for the committee will be an 
employee who will Division 


He will give 


serve as 
Sponsor for the program. 
only part of his time to the employee 
program but will report directly to the 
division manager on all matters affecting 
promotion of the program. 

Next will come the selection of yout 
Group Leaders for the program in each 
division—employees who will conduct 
the monthly group meetings of other 
In launching the Informa- 
Program of the Georgia Power 
Company it was believed that the 200 
group leaders would constitute the main 
cog in the wheel, that upon them and 
their work would depend the ultimate 
and continuing success of the program. 


employees. 
tion 
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At this time—almost three years since 
commencement of the activity—these em- 
ployee-leaders can be credited with what- 
ever real success has been attained in 
various phases of the plan. 

Because of their interest in the pro- 
gram, many group leaders have obtained 
recognition for themselves which they 
might not have received otherwise. In 
fact, for many of them, it represented 
the very first opportunities to show that 
they were capable of doing things other 
than stringing wire, erecting poles, keep- 
ing books, selling appliances, operating 
buses, or working over drawing boards. 
A great deal of attention has beens given 
to the training and preparation of group 
leaders since the program began—and 
still more attention will be given them 
in the future. 


Subject matter for discussion in the 
monthly employee meetings of my com 
pany is supplied through the regular 
publication and distribution of an_ in- 
formational folder. “hese 
written carefully and interestingly 


folders are 


and from the employee’s point of view, 
rather than from the point of view of 
the company. The “we” and “our” tech- 
nique is employed, and sincerely so. The 
folders “talk with,” “talk 
Due care is exercised 


rather than 
at,” employees. 
to prevent the accusation by employees 
that something regarding a_ particular 
subject has been “held back.” 

Among the subjects of folders pub- 
lished for use in our program are taxes, 
electric rate structure and application, 
the American business system, Georgia's 
resources, the company’s financial state- 
ments, salesmanship, citizenship, electric 
meters, political accusations against the 
company, the company’s rate valuation 
and tax valuation, safety, the transporta- 
tion department, the operating depart 
ment, group insurance, and others. 

What results can be obtained from an 
activity of this kind? 

At least three general, yet kindred, 
types of results will come from inaugura- 
tion of an employee information pro- 
gram in your company. All of these re- 
sults will work toward definite improve- 
But, along 
other 


ment in customer relations. 


the way, there may be benefits 
which will outweigh, or at least equal, 
the benefits in improved customer rela- 
tions. In considering your program you 
will want to ask these questions, in the 


order named: 


1. How will it improve employee rela- 
tions ? 

2. How will it improve customer rela- 
tions? 
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3. How will it improve the company’s 
relationships with both employees and cus- 
tomers ? 


Utility executives know the basic ele- 
ments in good employee relations—fair 
wages, steady employment, reasonable 
hours, good equipment with which to 
work, safe working conditions, and 
others. Very often, however, these basic 
elements are not quite enough to build 
the kind of relations and morale most 
desired. Where the majority of em- 
ployee relations programs fall down is 
in their lack of consideration for the 
elements of self-expression and _ self- 
improvement which are inherent desires 
in every man and woman who works 
for an electric light and power company 

or for any other company. There 
are those who will say that employees 
should be left alone with their fair wages 
and hours and other basic needs, and 
that to talk of self-expression and self- 
improvement is to border on “the pa- 
ternalistic.” I believe there is little, if 
any, justification for such attitudes on 
the part of management. I 
far too 


have seen 
individual 
employee improvement in my own com- 
pany—from department heads right on 
down the line to bookkeepers and meter 
readers—ever to admit that any notice- 
able number of employees will resent 
the company’s program of employee in- 


many instances of 


formation and its allied activities. 


Power 
Company generally now speak more in- 
telligently and confidently to 
friends and customers 


Employees of the Georgia 
their 
regarding the 
company’s rates and services, its policies 
and problems. Prior to the Employee 
Program, some employees say they dread- 
ed having their friends ask them about 
the company’s operations. Now there 
seems to be a heartfelt desire on the part 
of employees to discuss the company with 
their friends, because they have been 
equipped with interesting and adequate 
information about the company. 
Employees have welcomed the frank- 
ness with which the company’s financial, 
and other, problems have been placed 
before them. Having been taken more 
into the confidence of the management, 
they now feel themselves more definitely 
to be an integral part of the company. 
There has been fine improvement in 
relations between departments. In some 
locations the Employee Program has de- 
veloped a fraternal spirit the like of 
which was not evident two and a half 
years ago. In the smaller towns, em- 
ployee groups get together frequently for 
fish fries, barbecues, dances, family par- 
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ties and other social affairs. These af- 
fairs have been arranged by the em- 
ployees on their own initiative and paid 
for by them, not the company, because 
the employees wanted it that way. 

One of the most interesting phases 
of the employee activity has been in the 
direction of training for informal pub- 
lic speaking. Classes in effective speech 
have been organized by employees them- 
selves and they have paid professional 
instructors out of their own _ pockets. 
Other employees have gained training 
and experience by taking active part in 
their group meetings. They have learned 
to speak by getting up and _ speaking. 
Close-mouthed engineers and 
mouthed linemen have found new con- 
fidence in themselves by reason of their 
ability to stand up before audiences and 
speak simply and effectively about their 
work . . . and about other things. 

The instruction and practice, plus the 
informational features of the program, 
group leaders and other em- 
ployees have received has developed a 
corps of employee-speakers who can get 
up on their feet and speak persuasively 
about matters concerning the company 
and other matters of public interest. 

Now if employees are enthusiastic 
about their company, if they are kept 
informed about its plans and _ policies, 
if they are led to consider the customer 
as he is affected by their every action, if 
they can speak effectively to customer 
groups and converse intelligently and 
thoughtfully with individual customers, 
if they can be made to realize their 
“stake” in the welfare of the company, 
if they are able to acquire greater self- 
confidence—then it follows inevitably 
that customer relations, public relations, 
will be improved. And improved from 
the only direction in which really they 
can be improved. 


loose- 


which 


One direct measure of the improve 
customer relations in the 
Georgia Power Company as a result of 
the Employee Program is the reduction 
in complaints. One district manager re- 
ported recently that the number of com- 
plaints now coming across his desk is 


ment in 


fully 80 per cent less than two years 
ago. He says individual employees now 
take it upon themselves to straighten 
out the majority of complaints in his 
district. Heretofore, employees would 
say, “1 wouldn't about that. 
You'll have to take it up with the dis- 
trict Now they sit right 
down, then and there, and do their best 
to satisfy the customer’s complaint. Or, 


know 


manager.” 
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if they can’t satisfy it, they get the nec- 
essary information and see that it is 
satisfied promptly. 

As an indication of the assistance em- 
ployees have been rendering in estab- 
lishment and review of company policies, 
I should like to point to the company- 
wide employee questionnaire prepared 
for distribution last spring. It requested 
employees to give their view on matters 
of specific company policy, their criti- 
cisms of company operations, working 
conditions and other pertinent matters 
. . . including their criticisms of the 
Employee Program itself. The plan 
brought to light the employees’ views 
and attitudes in a way they had never 
been revealed before. It showed that 
some practices and policies were good 
and others were bad, and it pointed the 
way to improvements that would help 
everybody—employees, customers and 
the company. A full, straightforward 
report of the survey was prepared and 
mailed to each employee. 

It may be of interest to describe some 
of the varied parallel activities of our 
program which prove that it has devel- 
oped a cohesive, effective organization 
during the period of its operation. 

In the early summer of 1938, when 
the company’s business had fallen off 
and sales morale seemed difficult to main- 
tain, the Employee Program sponsored 
an all-employee sales campaign in which 
$75,000 in small electric appliances were 
sold, against a quota of $50,000. In 
that sale, more different employees sold 
appliances than in any previous all- 
employee sale in the company’s history. 

In the spring of 1939, following dis- 
cussion of various phases of safety—at 
work, in the home and office, and on the 
highways—the standard 20-hour Red 
Cross first aid course was offered to em- 
ployees under sponsorship of the Em- 
ployee Program. Certificates were 
awarded to 1350 employees who com- 
pleted the course. The majority of the 
classes were conducted by other em- 
ployees who hold Red Cross instruction 
cards. 

In April, 1939, the Employee Pro- 
gram promoted participation of company 
foremen in the Foremen’s Letter-Writ- 
ing Contest conducted by the National 
Industrial Conference Board. The num- 
ber of the company’s entries was eighth 
largest among all companies whose fore- 
men submitted letters in the national 
contest. A company contest, with divi- 
sional and company-wide prizes, was 
promoted concurrently with the Confer- 
ence Board’s contest. 
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During the first two weeks of Febru- 
ary, 1940, employees joined in the Fin- 
nish Relief Fund drive in Georgia, assist- 
ing in telling the story to citizens of the 
state and themselves subscribing $5,700 
to the fund. 

Since Feb. 1 of this year, approxi- 
mately 500 employees have signed up for 
the Dale Carnegie Service—a course in 
“human relations” built around six 
sound slide-films. Initially, the course 
has been offered only to group leaders 
and key people in each division. ‘The 
classes have been meeting every two 
weeks for two hours in the evening until 
the six films and records have been pre- 
sented and discussed. The meetings are 
being conducted by division sponsors 
and selected group leaders of the Em- 
ployee Program. 





Inasmuch as each of the subjects dis- 
cussed in the regular monthly informa- 
tional meetings of employees is interpret- 
ed in terms of its effect upon customer 
relations, the Employee Program has 
subscribed to both of the series of sound 
slide-films on customer relations issued 
under the sponsorship of the Edison 
Electric Institute. The films have been 
shown as a part of each group meeting 
and have met with hearty response from 
employees. 

How does my company—how will your 
company—benefit from an information 
program for employees? The answer to 
that question is obvious—obvious, that 
is to say, if managements agree that good 
employee relations and good public re- 
lations come pretty close to answering 
all utility problems. It is highly prob- 
able that not every person listening to 
this paper will go the whole distance 
in agreeing with the foregoing. state- 
ment. Nevertheless, it is something to 
think upon. But, more important than 
that, it is something to act upon. An 
employee activity of the kind suggested 
and reviewed in this paper is something 
in which nobody loses a 


wins! 


. and everybody 


In conclusion, I should like to recom- 
mend that utility executives give imme- 
diate consideration to establishment of 
some type of employee information pro- 
gram in their companies. It is complete- 
ly beside the point as to whether or not 
the suggestions contained in this paper 
can be applied just as they are. In fact, 
the extreme possibility is that they can- 
not be applied just as they are. On the 
other hand, I hope they may serve as 
deliberative guideposts in vour consider- 
ation. 
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At this time employee interest, as well 
as managerial interest, in the Georgia 
Power Company Employee Program is 
at a higher point than at any time since 
its inauguration. Begun as an experi- 
ment, it has already demonstrated its 
worth and has shown that it offers broad 
possibilities for constructive help in every 
phase of the company’s activities. The 
management have great hopes for its 
future and for the good effect it may 
continue to have upon employees, upon 
relations with customers, and upon the 
company’s welfare as a whole. 

What has been good for employees 
generally has been equally good for ex- 
ecutives. And with employees and ex- 
ecutives supporting the program enthusi- 
astically, it goes steadily forward, giving 
new life, new spirit to the company and 
to the people who work for it. 


The Northwest in National 
Defense 


(Continued from page 270) 
port of our military, naval and aerial 
establishment. 

This in turn means that private capi- 
tal should be used to the fullest extent 
possible for all the things that private 
capital can do. Every dollar of private 
capital that can be used in this way re- 
leases a dollar of government money for 
defense purposes. This will permit 
greater and fuller efforts on the govern- 
ment’s part, and hence an earlier realiza- 
tion of our fundamental national objec- 
tives. It should mean the expenditure of 
no more federal funds to duplicate exist- 
ing facilities. “This would release not 
alone federal funds but also federal per- 
sonnel for direct governmental purposes. 
Only a few days ago these principles were 
ably and forcefuly stated by President 
Roosevelt when, in vetoing the Rivers 
and Harbors Bill, he said: 

. to increase unduly the authorizations 
for river and harbor projects is likely to pro- 
duce the undesirable result of throwing out 
of balance the distribution, as between the 
different classes of all federal construction 
projects, of the amount that, within annual 
fiscal limitations, may be appropriately de- 
voted to such purpose. 

“Regardless of every other consideration, 
it seems to me that the non-military activi- 
ties of the War Department should give way 


at this time to the need for military pre- 
paredness.” 


In the Northwest, the men and money 


now being used to duplicate existing 
electric facilities could well be used to 
aid in establishing local war industries, 
which would assist in the national de- 
fense, put large numbers of our local 
citizens to work, and provide the local 








pr 
tic 


th 


tor 


aw 
by 
Pr 


tio: 

















Jane, 1940 


protection which our geographical situa- 
tion demands. 

I have been speaking with respect to 
the Northwest. I feel certain that, 
fundamentally, conditions are similar 
throughout the entire country. There- 
fore the whole situation may be summar- 
ized briefly as follows: 

The electric utilities in the United 
States are ready, able and anxious to be 
of service. They are fully equipped with 
the necessary facilities and trained or- 
ganizations to do their part adequately 
and quickly in any preparedness pro- 
gram. If they are allowed to do this job, 
for which their record proves them to be 
so capable, large amounts of federal 
funds now being harmfully spent in com- 
petition with private business will be re- 
leased for necessary government expendi- 
tures for preparedness—for things which 
only the government can finance and do. 


Prize Awards 
(Continued from page 276) 
tor of Electrical World, Mr. G. W. 
Cleworth of Electrical Publications, 
Inc., and Mr. Walter Daily of Roy 
S. Durstine, Inc. 

For its achievement last year in in- 
creasing water heater sales in its terri- 
tory by 52 per cent, raising its saturation 
figures from 23.1 to 25.9 per cent, pro- 
ducing a splendid volume of unit sales, 
perfecting a dealer organization which 
lays the groundwork for increased sales 
in the future, and for the general ex- 
cellence of its promotional plan, The 
Washington Water Power Company, 
Spokane, has been selected by the judges 
as the winner of this award. 

I take pleasure in presenting this sil- 
ver trophy and a check for $1,000 to 
The Washington Water Power Com- 
pany in the person of its vice-president, 
Mr. J. E. E. Rover. 

For their splendid accomplishments 
embraced within the terms of this 
award, the judges have recommended 
for honorable mention, the Idaho Power 
Company, Boise, Idaho; the Portland 
General Electric Company, Portland, 
Oregon; and the Indiana Service Cor- 
poration, Fort Wayne, Indiana. 


The Claude L. Matthews Award 
for Valor 

For the last two years three cash 

awards, each of $150, have been offered 

by Mr. Claude L. Matthews, Vice- 

President of W. N. Matthews Corpora- 

tion, for acts of devotion to duty wherein 
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extraordinary courage has been exer- 
cised to maintain important electric ser- 
vice or to restore service in the shortest 
possible time. Last year the award was 
made to the Woburn Division, Trans- 
mission and Distribution Department of 
the Boston Edison Company. 

There must have been many instances 
in the past year when men who without 
thought of danger to themselves, gave 
all they could to prevent service from 
being disrupted, or if it was interrupted, 
at risk of life and limb, restored it in 
the shortest possible time. Yet, when 
the dead-line for receiving such reports 
—March 1, 1940—was reached, no 
chief executive officer of any power com- 
pany had recommended any of his em- 
ployees for one of these Valor Awards. 


The Edison Electric Institute 
Medal 


The Prize Awards Committee is also 
charged with the administration of the 
Edison Electric Institute Medal, which 
is awarded in recognition of the success- 
ful resuscitation by the prone pressure 
method of individuals suffering from 
electric shock. There have been 12 In- 
stitute Medals awarded to employees of 
electric utilities for saving of lives since 
last year. The total number 
awarded since the inception of the medal 
in January, 1933, is 91 medals. The 
committee of judges awarding this medal 
are Mr. Wills Maclachlan, Chairman, 
Mr. W. R. Smith, Mr. C. R. Beards- 
ley and Miss M. B. Woods, Secretary. 

Those who have been awarded this 
medal during the past twelve months 
are: J. H. Davis, Appalachian Electric 
Power Co., Bluefield, W. Va.; W. A. 
Glover, Alabama Power Co., Birming- 
ham, Ala.; C. H. Wallace, Community 
Public Service Co., Fort Worth, Texas; 
Kenneth I. Espeseth, Wisconsin Hydro 
Electric Co., Amery, Wisconsin; David 
Lawrence Conly, Atlantic City Electric 
Co., Atlantic City, N. J.; Ed Husker’s 
Line Crew, Consumers Power Co., 
Jackson, Mich.; Thomas Albert Brusch, 
Southwestern Gas and Electric Co., 
Texarkana, Ark.-Tex.; Arnold Rusa, 
Superior Water, Light and Power Co., 
Wis.; Roy J. McQuaid, 
Superior Water, Light and Fower Co., 
Superior, Wis.; Axel E. Melander, The 
Water Power Co., Spo- 
Wash.; Malcomb R. Roach, 
Pennsylvania Power and Light Co., 
Allentown, Pa., and Claude E. Bell, 
Appalachian Electric Power Co., Welch, 


W. Va. 


June 


Superior, 


Washington 
kane, 
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McCall Award to Be Established 


I am announcing the acceptance by the 
Prize Awards Committee of the Laura 
McCall Award in memory of Laura 
McCall who was for many years head of 
the magazine bearing her name and one 
recognizing the contribution that labor- 
saving appliances have made to the health 
and happiness of American women. 

The Award consists of three prizes. 
The first is a Plaque to the Home Ser- 
vice Division of a utility operating com- 
pany and a check for $100 to the Home 
Service Director submitting the best pa- 
per on the achievements of the Depart- 
ment. 

The second prize is a framed illumi- 
nated parchment to the Department and 
a check for $50 to the Home Service Di- 
rector. 

The third prize is a framed illumi- 
nated parchment to the Department and 
a check for $25 to the Home Service 
Director. 

The prize is effective for the calendar 
year 1940 and is to be awarded at the 
1941 Convention. 


Pacific Coast Convention 
+ E. HOUSTON, Southern Cali- 
e fornia 


Edison Company, was 
elected president of the Pacific Coast 
Electrical Association, at the 23rd an- 
nual meeting of the association, held at 
Oakland, Calif., May 22-24. The con- 
vention attracted 675 delegates and 
uests. 

P. M. Downing, vice-president and 
general manager of Pacific Gas & Elec- 
tric Co., presided at the opening meet- 
ing. 

Association President W. W. Glosser, 
vice-president of Hubbard & Co., set 
the convention keynote in his opening 
address. He saw the future of the in- 
dustry as placing new responsibilities on 
each man and woman. He 
belief that we 
reached that point in our national life 
where limited. He 


electrical 
challenged the have 
opportunities are 
set it down as the responsibility of each 
individual to help set in motion the 
forces that will bring about a resump- 
tion of orderly national progress. 

In the lightning developments of na- 
tional-defense preparation, J. E. E. 
Royer, Washington Water Power Com- 
pany, saw a chance for the electrical 
industry to prove itself. He pointed out 
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the vulnerability of large hydro projects 
in terms of national defense, emphasized 
how perfectly the multiple energy 
sources of the interconnected private sys- 
tems match the ideal in this respect. On 
top of this, he said, the industry con- 
fronts the opportunity of  re- 
establishing its true worth in the eyes 


great 


of the people by standing ready with 
coordinated facilities to 
the national good. 

A. G. Jones, General Electric Co., 
carried one of the association’s three sec- 
tions—operating economics—through a 
busy program. Meter 
studies to show what meter testing peri- 
od seemed most Results 
ranged all the way from five to ten 
As to 5- and 15-amp. 
meters, a study of the latter by one 
large indicated high 
watts introduced considerable 
light load. 


Putting overvoltage on distribution 


cooperate for 


men reported 


economical. 
years, and longer. 
starting 


system 


loss at 


transformers was found to be a prime 
cause of harmonics, phenomena which 
may become aggravated if capacitors are 
applied where harmonics are prone to ex- 
ist. Major preventive measures were 
listed as avoiding overvoltage, providing 
delta windings, according to a paper by 
C. G. Smith of Pacific Gas & Electric 
Company. 


Let There Be Light 
(Continued from page 268) 


to be alert to meet attacks on our heri- 
tage of freedom with all their vigor and 
intelligence. Our _ liberal 
tradition is of intellectual, cultural, and 
spiritual freedom, of freedom of eco- 


American 


nomic enterprise, and of political free- 
dom to safeguard these other freedoms. 
And industrial management is confident 
that by preserving these liberties we can 
go on toward our goal of more and 
better food, clothing, and shelter for our 
people; more of the comforts and con- 
veniences and services of modern life, 
more widely shared ; more education and 
more cultural opportunity for young and 
old. The freedom essential to this prog- 
ress was not easily won, nor once won is 
it secure. Just as churches are vigilant in 
defending religious liberty, educators in 
defending academic freedom, editors and 
publishers in defending a free press—so 
we who are engaged in industry have 
the right and the duty to defend free 
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CONVENTIONS AND MEETINGS 





JUNE 
3-6 EDISON ELECTRIC INSTITUTE, Atlantic City, N. J. 
3-6 National Association of Purchasing Agents, Cincinnati, Ohio. 


Institute of Cooking and Heating Appliance Manufacturers, Cincinnati, - Ohio. 
National Association of Cost Accountants, St. Louis, Mo. 


Canadian Electrical Association, Seignoiry Club, Province of Quebec, Canada. 
SEPTEMBER 
+-6 Pennsylvania Electric Association, Bedford Springs Hotel, Bedford Springs, Pa. 


Illuminating Engineering Society, Essex and Sussex Hotel, Spring Lake, N. J. 
Indiana Electric Association, French Lick Springs Hotel, French Lick Springs, 


The Empire State Gas and Electric Association, Westchester Country Club, 


OCTOBER 


American Gas Association, Atlantic City, N. J. 








economic enterprise, and likewise to ask 
all other groups, all true liberals, for 
their support. 

The National Association of Manufac- 
turers, either directly or with the help 
of participants in this mobilization, will 
endeavor, courteously but decisively, to 
refute false accusation of 
stantial importance that is made publicly 
against industry. We will do our part 
also to help you individually to meet 


every sub- 


Thus, we believe, we 
can pull together effectively to assure the 
future of free private enterprise in the 
United States in the conflicting social 
and political currents of our time. 


such accusations. 


We ought not to be reluctant to dis 
cuss on their merits specific provisions of 
legislation or administrative rules and 
regulations that have worked to the 
detriment of industry, or regulatory pro- 
posals that we believe will put further 
Nor 
we avoid calling attention to 
their cumulative implications—whither 
these steps are leading. In the 


brakes on our economic machine. 
should 


great 
forum of American Democracy that is 
our privilege as well as our obligation. 
The wearers of a shoe know best where 
it pinches. We may be accused of ul- 
terior or sinister motives or selfish disre- 
gard of broad social purposes; but we 
must not let this red herring be drawn 
across the trail that leads to a wise and 
healthful balance between individual 
freedom and public regulation in our 
ever-changing economic life. This bal- 
ance can be maintained only if all of us 
are alert to maintain it. The American 
people should wish—I believe do wish— 
light from every source of light that can 
be brought to bear on our perplexing 
problems. 

Let us who have important responsi- 


bilities in business keep in mind also ou 
responsibilities as members of the great 
society which is America. Its problems 
are our problems. Let us insist on free- 
dom to make our contribution to the 
solution of them, but we cannot hope to 
keep that freedom if we do not use it 
to that end. American industry has a 
marvelous record of achievement—yet its 
most splendid achievements, I believe, lie 
ahead, in the fulfillment of the still un- 
realized promises of American life. 


What Is Original Cost? 
(Continued from page 297) 
the field of rate determination. The Su 
preme Court of the United States orig- 
inally used the term 


’ 


“original cost of 
in Smyth vs. Ames as be- 
ing one of the factors which should be 
considered in determining fair value. It 


construction’ 


is interesting to note, however, that that 
case did not involve a determination of 
the merits or demerits of the question of 
“original cost” to the accounting com- 
pany as against “original cost” to a 
predecessor owner, inasmuch as no prede- 
cessor owner was there involved. Like- 
wise, the question of what weight should 
be given to the fact that some parts of 
the “original cost,” as defined under the 
new requirements, may have been pre- 
viously charged to operating expense, 
has, apparently, not yet been considered 
by the courts—Excerpt from speech 
“Some Practical Aspects of Original 
Cost Determination” by B. S. Robey, 
Jr., presented’ at Accounting Section, 
Spring Conference, American Gas Asso- 
ciation, April 20-21, 1939, White Sul- 
phur Springs, W. Va. 
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